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The fulcrum, upon which is balanced the long lever, one of 
whose arms is known as “ Municipal Ownership ” and the other 
arm as “ Private Operation,” must be seen, when the truth comes 
to be known, to be that much discussed and much misunderstood 
matter, depreciation of machinery and plant. Other elements of 
expenditure and income in both publicly and privately operated 
plants are comparatively simple and definite. Maintenance, in- 
cluding depreciation, is on the contrary exceedingly complicated. 
Actual expenses incurred for labor and materials, for salaries, for 
general expenses, taxes, insurance, interest and the like, may be 
correctly accounted for by ordinary bookkeeping methods, but 
when we come to maintenance we fall immediately into a mael- 
strom of estimates, discussions, antagonistic views and chaotic 
conditions so far as bookkeeping upon this subject is concerned. 

A realizing sense of the fundamental importance of establish- 
ing practical standards for depreciation charges in all classes of 
industries, particularly in public service corporations and in muni- 
cipal industries, is now becoming evident. Auditors, comptrollers, 
and managers of these enterprises are anxiously seeking for light 
upon such subjects, and all men who make studies of municipal 
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affairs become convinced of the necessity for uniform and stand- 
ard methods for handling depreciation questions which should be 
identical in and mandatory upon both public service companies 
and municipal enterprises. 

If this statement of the present condition of things is correct, 
then the purpose underlying this meeting and this paper is suffi- 
ciently evident. The writer has been led to give much thought 
and time to these subjects on account, first, of litigation in connec- 
tion with public service companies in Massachusetts and elsewhere 
wherein questions of depreciation were fundamental, and second, 
on account of experience in reorganizing municipal accounts and 
methods of annual reports, wherein the absolute necessity for 
uniform and standard schedules is now recognized and asserted 
by those who are experts in these matters all over this country and 
abroad, particularly at the present time in Great Britain. 

A brief résumé of the movement for uniform accounting in 
municipalities will not be out of place here. The story of this 
movement is interesting. It began right here with us in Igoo, 
when the City of Newton, for one year, by vote of its mayor and 
aldermen made the first practical experiment in standard and uni- 
form reporting by adding an appendix to the city auditor’s report, 
drawn up on the schedules of the National Municipal League. 
This printed report was sent all over the country. The same form 
was immediately adopted by Baltimore, then by Chicago, by 
Brookline, by Cleveland, Cincinnati, Columbus, Toledo, and all 
the cities of the State of Ohio, by Cambridge, by Minneapolis, by 
Rochester, Duluth, St. Louis, by Houston, Texas; and finally now 
in the present year the Comptroller of the City of New York, in 
his final report for the year 1904, just published, includes therein, 
as an appendix, a statement of the receipts and payments of that 
huge city, set forth exactly upon the lines of the uniform schedules 
as laid down by the Census following the National Municipal 
League’s scheme. 

Now, this is a wonderful transformation in a few years. 
When the movement was begun, no city comptroller was so poor 
as to do it reverence. None believed such a broad plan practi- 
cable. All were too much engaged in the difficulties and ruts of 
their own daily affairs to be able to give the necessary attention to 
this important matter. It was only by driving hard at one city 
after another, and in each one driving still harder at one man and 
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one official after another, that progress was made. Converts came 
slowly at first, but rapidly later, as the practical possibilities were 
established by actual application in large and small cities, the 
Ohio situation being the dominant one which finally clinched the 
argument and the illustration. 

When the permanent Census Bureau was established it sur-| 
veyed the country in order to carry out the law for the collection | 
of statistics of cities. It found this National Municipal League 
schedule in use in so many cities that it adopted it at once as its 
own basis and proceeded to improve it and enlarge it and make it 
better than before until now we have arrived close to a true stand- 
ard for city reports whereby comparison of financial results can 
be correctly made. 

A most natural outgrowth of the movement for uniformity in 
municipal affairs has been the present agitation for standard- 
ization of accounts of public services, whether publicly managed 
or privately managed. The first step toward concentrating public 
attention upon the question as a whole was taken at the Conference 
called by the United States Census Bureau at Washington, D. C., 
in February, 1906, when a summary schedule covering revenue 
and expense was presented by the present writer and discussed at 
length by the Conference. A committee of five was appointed by 
the chairman, Dr. L. G. Powers of the Census, and this committee 
unanimously reported an amended schedule which was accepted 
by the Conference. This amended schedule was later presented to 
The American Association of Public Accountants and a special 
committee was appointed by that national body to consider the 
subject and report in October, 1906. The report of this com- 
mittee was duly made and has been printed and I have here copies 
of the schedule as it stands at present. The committee’s work is 
not yet completed and the results of to-night’s discussion will be 
fully reported to that committee and carefully considered by it. 
Practical results from our discussion to-night are therefore 
assured. 

In order that there may be no misunderstanding I will state 
plainly that the forms here set forth have not been finally accepted 
by any individual or committee. They are tentative forms devised 
for the purpose in hand and subject to modification hereafter. 
With this explanation the schedule may now be presented, mainly 
as a basis for further discussion. 
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SUGGESTED FORM FOR STANDARD SCHEDULE 
OF 
REVENUE AND EXPENSE. 





For Pusiic Service CORPORATIONS AND MUNICIPAL INDUSTRIES, 
As AMENDED BY THE SPECIAL COMMITTEE OF THE AMERICAN 
ASSOCIATION OF PuBLIC ACCOUNTANTS. 





REVENUE From OPERATING. 


Gross Earnings from Public Services...................045- $ 
Gross Earnings from Private Consumers................... $ 
Gross Earnings from By-Products, etc................+..44- $ 
ME dha dandeivnns cscndhies sch ode bdbhbissescennd sie $ 
Deduct Rebates, Refunds, Discounts, etc.................06. $ 
Total Revenue from Operating...... inhi ath ane agaahee in $ 


EXPENSE OF OPERATING. 
1. Expense of Manufacture. 


oe Be a es se abwee $ 
RE Ret OPO Pe $ 
Product Purchased (Gas, etc.).......... $ 
2. Expense of Distribution. 
7a 25g ou nds wi a:3, 05.0 bw ice ee $ 
RR ES Pee rer ee re $ 
3. General Expense (Salaries, Office Supplies 
CE DOE ainccndnkoeneksassuaeaewed 
po OR ES aan eee $ 
4. Taxes (Real Estate and Other)............ $ 
5. Franchise Taxes (paid or accrued annually 
OP MED, ic dhoudsnctesscevenvavenkt 
6 Rentals (Leaseholds, etc.) ........scccsse x 
7. Insurance (Fire, Accident and Fiduciary).. $ 
8. Damages (including extraordinary legal and 
other expenses and losses).............. 
9. Guaranty (bad debts written off and reserve 
for doubtful accounts)................- $ 
10. Depreciation (Deterioration written off and 
reserve for estimated depreciation)...... 
Total Empdmse OF Ciperetiem......cccscvccccccccce $ 
a. Net Revenue from Operating (or Deficiency)........... $ 
b. Other Revenue, or Income, net (from sources other than 
IID isin ob anhedesscass dekgnesthdeddaadasietated 
c. Appropriations for Operating, provided by the Municipal- 
Sy SE SNEED ca cvcewsccesnbedecesnseanadbus 
BOtal Awatleble TMCS... cc ksc ca ccsdccccsccnss s 
DISPOSITION OF AVAILABLE INCOME. 
11. Interest on Funded and Floating Debts ................ $ 
Remainder of Available Income ................-eeeee- $ 
12. Reserved for Sinking Funds ............... $ 
13. Reserved for Amortization Funds.......... x 
14. Reserved for Other Funds ................ $ 
EIN oid orice 054.4560400 040 ad $ 
15. Dividends (Private Plants)................ $ 
Appropriation to General City Funds (Pub- 
ey RRNA REA a ee Pipe eC 
Total disposition of Available Income.................- $ 
Credit (or Debit) balance transferable to “ Surplus”.... $ 


4 














Maintenance and Depreciation Charges. 


We will first consider the proper form for “ Revenue and Ex- 
pense ”’ transactions of a public utility during the fiscal year, in- 
cluding in this item all revenues accrued during the year and all 
expenses incurred during the year. The fundamental items of 
such a statement are three: First, the revenue; second, all ex- 
penses which must be paid ultimately out of revenue; third, the 
excess (or deficiency) of revenue for the year and the disposition 
of it. 


The expenses of operating are set forth under ten headings. 
The first three are common both to publicly operated and to 
privately operated plants and are ordinarily set forth in the ac- 
counts of most plants. Items 4 to 11 are separately stated, but are 
also important elements of expense and all of them must ulti- 
mately be provided for out of the revenues of the plant. If these 
elements of expense are not properly provided for in this manner 
in the accounts there will come, sooner or later, a time when the 
enterprise, if privately operated, will fail and require reorganiza- 
tion and new capital. If publicly operated the drain upon the tax 
levy will become overwhelming and the public operation will be 
denounced and abandoned. 


All of these ten items are true “ expenses of operating.” In 
addition to them there are other requirements which must also be 
provided for, such as interest payments and provisions for sinking 
funds. In private plants these items must be paid out of revenue; 
they cannot be provided from capital. Similarly these items in a 
municipal plant must be provided from revenue; either from 
revenue of plant, or from appropriations of general tax levy. 
Appropriations for these purposes are legitimate and proper, as 
they have to do only with the manner in which the municipality 
provided the original cost (capital) of the plant. In the schedule 
we therefore handle these items as “ dispositions of net revenue,” 
and not as elements of “ expense of operating.” 


It is desirable to bring to your attention a number of other 
important points. 

First. It is evident that revenue from sales of product— 
water, electricity, power, etc.—should be separated from revenue 
from extraneous sources, such as from rents, or from investments 
and securities, etc. In the schedule these extraneous sources of 
revenue are set forth, as explained above, and do not affect the 
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financial results of the business viewed solely as a gas undertaking, 
an electric undertaking, etc. 

Second. It is evident that discounts, rebates, refunds, etc., 
should be handled as deductions from revenue, not added to 
expense, thus giving true “ earnings,” actual revenue. 

Third. There are three primary divisions of expense as 
previously mentioned : 

1. “ Expense for manufacture” pertaining to gas, electricity 
or power for street railways; this subdivision for water being 
called “ expense for water supply and storage.” 

2. “ Expense for distribution,” which explains itself. Each of 
these two divisions is subdivided into “ operation” and “ main- 
tenance’; “ operation” covering strictly running expenses, and 
“ maintenance ” covering repairs and ordinary renewals. These 
subdivisions are essential for this reason: That as this schedule 
is to apply both to public plants and to private plants, the relative 
cost of “ operation,” i. ¢., actual running expense, should be evi- 
dent and likewise the relative amounts expended, or laid aside for 
repairs, including deterioration, should be in evidence. 

Comparing a public enterprise with a private enterprise, the 
operation expense of the first plant may be heavier than the cor- 
responding expense of the second plant, while the maintenance 
(repairs) expense of the first may be much less than that of the 
second. Important differences in administration would thus be 
shown by our schedule, whereas if these items appeared only as a 
total in each plant, these totals might be approximately the same 
and conclusions drawn therefrom might then be exceedingly 
misleading. 

3. The third division of expense is “ general expense.” A 
designation which we all understand. The important point here 
is that “general expense” shall not include any of the items 
which are sure to differ very materially between public plants 
per se. That is to say, taxes and franchise payments are dis- 
tinctively private plant charges; sinking fund provisions are com- 
monly only public plant charges. Insurance differs very greatly. 
Interest varies markedly. Damages and extraordinary legal ex- 
penses apply differently. Depreciation is usually inadequately 
handled, etc., etc. Therefore we do not include any of these vari- 
ables in “ general expense.” They follow later in the schedule. 
The items which should be included in “ general expense ” are 
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these: Salaries of officers, general salaries, directors’ allowances, 
rent of offices, general office expenses, postage, telegraph, tele- 
phone, stationery and printing, ordinary legal expense, etc. 

Fourth. The total of the three primary divisions of “ ex- 
pense” is then given. Comparisons of the costs of public and 
private administration up to this point may be safely made, as all 
the preceding elements should be identical in character. 

Fifth. All additional items which are necessary elements of 
expense before “net revenue” can be established may be con- 
sidered somewhat as variables. These represent actual facts even 
though they may be omitted in the bookkeeping. Taxes are paid 
by private plants, but usually lost to the public treasury through 
public plants. They must be properly considered for correct 
comparisons. Insurance, in its various phases, is a risk which 
must be taken and estimated, or paid for. 

Damages and legal expenses (extraordinary) differ greatly 
between public and private plants and are therefore set up 
separately here. 

Guaranty for losses on bad debts or other shrinkages of 
current assets is also variably handled. 

Depreciation of machinery and plant is complicated and diffi- 
cult to allow for and yet it goes on daily and hourly in every plant. 
It must be provided for either consciously in the books or un- 
consciously in undistributed reserves or else the plant will suffer 
and the capital value will be reduced. 

All these items are true charges against revenue before profits, 
or net revenue, can be established. 

Owing to the different methods of providing capital for pub- 
lic plants and for private plants the returns upon (or repayments 
of) this capital must be carefully considered in the reports and 
disclosed in the schedules. Public capital is usually borrowed on 
bonds or notes and paid off through sinking funds. Payments 
into sinking funds for such a purpose are therefore distributions 
of net revenue just as much as dividends upon share capital in 
private plants are distributions of profits. Interest also is a pay- 
ment for use of capital—borrowed capital, to be sure, but still 
capital. Payments of interest are therefore actually distributions 
of net revenue paid upon borrowed capital in place of dividends 
paid upon share capital. 

In order to correctly compare distributions of profits in private 
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plants with net revenues in public plants, we must consider the 
total of dividends, interest and sums laid aside for surplus in the 
former against the total of interest, sinking fund items and re- 
turns to the general municipal treasury similarly laid aside in the 
latter. 

The next division of the schedule, “disposition of net 
revenue,” is therefore of fundamental importance. All of the 
items included thereunder have no relation to “expense of 
operating.” They are merely distributions of net revenue. That 
this is true of dividends is universally accepted. That it is true 
of moneys laid aside for sinking funds is also evident after a mo- 
ment’s thought. To consider interest in the same category is per- 
haps difficult for the average fiscal officer, but it is apparent that 
this item represents the use of capital, in this case borrowed 
money. 

It would be impossible to compare net revenues of public and 
private plants, if interest were put above the line while dividends 
were left below the line. Take for instance a private corporation 
with $500,000 share capital and no bonds, and a municipal indus- 
try with $500,000 4 per cent. bonds outstanding. If interest were 
put above the line the public plant would be charged $20,000 as 
an expense item, whereas the private plant would have no such 
charge above the line. This distinction is essential and must be 
carefully observed for all comparative purposes. 

The remainder of the schedule explains itself, and I need say 
only that each of the items given in this consolidated statement 
should be set forth in detail or subsidiary supporting schedules 
which should follow, in the main, the uniform distribution of the 
accounts provided in the standard schedules of the American 
Water Works Association, the American Gas Light Association, 
the National Electric Light Association and the Association of 
Street Railway Accountants. 

It will be found feasible and practicable to draw off the items 
needed for the consolidated statement, herewith submitted, direct 
from the standard detailed schedules of these four national 
associations. 

Already the purpose of the standard schedule has appealed to 
a wide constituency in this country and in Great Britain, and it 
may be safely stated that the effect of a full discussion of the 
fundamental accounting propositions concerned in it cannot be 
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other than exceedingly beneficial to officers of both public and 
private plants, to public accountants, to business men and to 
intelligent citizens generally. 

The writer has no bias for or against municipal ownership, 
and he appreciates fully that financial results are by no means the 
only ones which must be carefully considered when comparisons 
are made between public and private operation. Other matters 
are frequently of equal or greater importance. Financial results, 
however, are of serious importance and they cannot be too fully 
and accurately stated. Municipal officers and citizens should be 
enlightened by the accounts and reports from their plants, not 
blinded and misled by them, as is frequently the case at present. 

The United States Census is about to undertake a complete 
inquiry into municipal operation of public utilities throughout the 
country, and great care will doubtless be given to the preparation 
of standard schedules, both summary and detailed, for all classes 
of these enterprises. 








Accounting of Depreciation by Electric Railways, 


By Rosert N. WALLIs. 
Treasurer, Fitchburg and Leominster St. Ry. Co. 


The accountant who makes his first acquaintance with elec- 
tric railway accounting will note that no provision has been made 
generally for depreciation. Very few companies have provided 
any form of depreciation accounting in their financial scheme. 
If he is examining the accounts of any one company which has 
ignored the principle of deterioration, he will find on inquiry 
that that company is merely following the custom of the indus- 
try. He will jump at the conclusion that something is wrong at 
the foundation of electric railway accounts. 

On deeper study he will discover two things: first, that the 
need of provision for depreciation has been largely, if not wholly, 
offset during the few years of the development of the industry 
by the appreciation of values; second, that serious consideration 
of future needs is being taken. 

The very early development of electric traction was under- 
taken in a few large cities and it was not until the depression of 
1893 had brought prices down to an abnormally low level that 
the real development began. The greater part of the develop- 
ment to date has taken place under a range of prices lower than 
normal. The rise of prices to a high level has corrected what 
would otherwise be a serious condition. For after all the true 
function for accounting for depreciation is to keep book values . 
at proper levels. : 

It must be admitted, as a correct principle of accounting, that 
charges for ordinary repairs only will not be sufficient for a 
correct adjustment of book values. Either accounts must be 
adjusted to correct values and renewals charged in or renewals 
provided for by the upbuilding of a fund or account from the 
earnings. But the sole final function of the balance sheet is to 
reflect the financial value of the property, stating it, as near as 
may be, as a fact. It should express the truth, neither over nor 
under. It follows, then, that property should not be marked on 
the books lower than the actual facts warrant. In other words 
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depreciation charges should not be made when appreciation 
offsets them. And, at least to a very large extent, appreciation 
has balanced depreciation in the electric railway industry in the 
last decade. 

The question in each individual property becomes, therefore, 
one of relation of book value to actual value. And first, a general 
view of the whole property must be taken. Does the total of the 
book value coincide with the total of a fair appraisement? If it 
does depreciation has been provided for as well as if accounted 
for in periodical percentage. So far as book value exceeds, de- 
preciation must ultimately be accounted for. As a general propo- 
sition, the accountant will find in electric railways which have 
been kept in good repair throughout values will correspond, 
while in those railways which have not been well maintained the 
property will be exceeded in valuation by the accounts which 
represent it. 

There are only two places whence the means to provide for de- 
preciation can come from: one is earnings; the second, the stock- 
holders. The first takes prosperity or courage. The second tends 
to bankruptcy. The electric railway promoter was simply inter- 
ested in the biggest price for the stock. He “ built to sell.” He 
was not interested in the ultimate stockholder who would bear 
the cumulative effect of failure to provide for depreciation. That 
was no part of his troubles. Small net earnings did spell trouble 
to him. So he left depreciation charges upon earnings out of his 
scheme. And the promoter has been responsible for nearly all 
the electric railways of the country. Those roads which were 
built for investment mostly copied his methods in this respect. 
Fortunately for the ultimate stockholder, circumstances of merger 
or of rise in prices have helped him out. 

Here and there were exceptions to the rule of ignoring the 
existence of depreciation. For the most part these were proper- 
ties fortunate enough to have a good surplus after making a 
reasonable return upon the actual investment. They charged 
down the asset accounts or opened a depreciation account which 
they mostly misnamed a “ fund.” In a few instances they actually 
provided a fund. Then there were a few pioneers who said, 
“ Depreciation is a fixed and steady charge upon our earnings 
no matter what the return to the stockholders.” The result is the 
present agitation of a question which admits of only one answer 
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—depreciation must have some place in the scheme of accounts 
of electric railroading exactly as in that of other properties sub- 
ject to deterioration. It may be in the form of adjustment of 
the accounts or establishing funds or charging renewals, not 
betterments, to expense. The point is that it is time to consider 
the question and that, so far as honestly managed properties go, 
it is being considered in time. 


The accountant, then, is confronted first with the necessity 
of proving to the management, which has ignored or is ignoring 
depreciation, that this course pursued to its end spells ruin. The 
manager or directors may point to the past in justification of 
future expectations. He, or they, must be shown that the good 
fortune of the early periods of the industry cannot continue 
indefinitely—nor, indeed, much longer. Wise is he who readjusts 
his scheme in time for he can do it gradually. 

In giving advice as to the establishment of a practice ade- 
quately providing for depreciation, the accountant will find that 
European practice favors the maintenance of a fund actually 
existing in cash or securities, always available for payment for 
renewals or reconstructions. He will find excellent authority 
for showing the cost value of asset accounts with the amount 
allowed for depreciation deducted, leaving the present value as 
the balance sheet figure. The lowering of asset accounts by 
credits for depreciation he may question, although it is the most 
common method in this country. 

The accountant will also find somewhat used the method of 
charging renewals less betterments—or even betterments too— 
against income as an operating expense. This follows a very 
prevalent American railroad practice. Of course the steady and 
constant renewal necessary in the industry seems to warrant this 
method, but it is open to question as being uneven and inaccurate. 
Each year’s stockholders are entitled to an exact showing of net 
earnings for that period. The temptation when this method is 
used is to charge into capital account when the year’s net business 
is poor and into expense when it is good. 

The most progressive and fairest method in electric railway 
accounting is to decide upon a percentage of gross earnings 
which will represent the shrinkage in value of property and lay 
this aside each month, quarter or year, This percentage will 
have to be fixed by careful examination, in each case, of the 
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property with a view to establishing its rate of deterioration. 
When this is expressed in dollars, by estimating the probable 
receipts the percentage is established. And it is fair because the 
amount of traffic, and hence the amount of gross earnings, is a 
fair measure of the wear and tear. The more traffic the more 
wear. This method permits of a fair distribution throughout the 
year, month by month—those months which see the greatest wear 
getting the largest charge. Payment for renewals is heavy in the 
spring and fall months and practically nothing in winter (the 
season of snow at the north) or summer (the season of heavy 
traffic). So roads go even farther and include repairs of any 
size in such percentage. In the settlement of the Chicago traction 
problem this is proposed. Of course, such a percentage should 
be subject to occasional tests to determine its accuracy as 
conditions change. 

The accountant will find very little to guide him in determin- 
ing the length of life of the various parts of a street railway 
property, and indeed it is a hard thing to estimate, for on no 
two properties can the life of a given type of rail or car or feeder 
system be the same since the quantity and quality of service, of 
climate, of management, of many other things make a vast 
difference. In one property one piece of a given kind of track 
construction will last much longer than another exactly similar 
piece differently located in the same property because traffic con- 
ditions are vastly different. Do the cars run under 15 second or 
15 minute headway? It makes a great difference in the life of 
the track. Incidentally, this also illustrates again the wisdom of 
keeping a percentage relation between traffic density and de- 
preciation. The accountant cannot, therefore, take the percent- 
age in use upon one property and apply it upon another. He 
must modify it to suit conditions. 

After the accountant has satisfied the electric railway manage- 
ment that depreciation must be provided for in this business as 
in any other, no matter what increases in value the immediate 
past may have shown, two problems then face him. What items 
must come in for depreciation and what percentage, either of cost 
or receipts, must be allowed? Here he will, at the present mo- 
ment, find himself upon a practically uncharted sea, albeit one 
which is rapidly becoming charted. Abroad, electric railways 
universally allow for depreciation in their accounting; in this 
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country a few companies only have adopted any settled policy. 
The recent thorough investigations in framing the Chicago 
ordinances furnish a good source of study. 

Regarding sorts of property which electric railways have in 
common with other and older industries—such as buildings, 
engines, boilers, etc..—there is sufficient data to make a con- 
clusion easy. Obviously, of those things which belong solely to 
the electric railway industry, such as cars, motors, overhead line, 
track, etc., some rate of depreciation must be settled upon with- 
out the full knowledge which comes from experience. Still in 
many instances the experience of closely allied industries of more 
remote origin will be of assistance, notably electric light and 
railroad companies. 

One thing must be borne in mind—that railway properties 
vary greatly among themselves in the amount of depreciation 
going on in similar sorts of construction or equipment. Each 
proposition must stand by itself. In the first place, the character 
and amount of service cause great variation in the rate of de- 
terioration of track and equipment. A track of 90 pound girder 
rail on which fifteen minute headway is run will, of course, last 
much longer than an exactly similar track on which minute head- 
way is maintained. With the track not only does the frequency 
of service and size of cars make a difference in its length of life 
but also the amount and character of team traffic which passes 
along the street. Is the track in a paved street with heavy team 
traffic passing over it with great frequency or is it in a reserved 
space on a boulevard? The frequency and thoroughness of 
regular repairs will also have a great bearing upon the question. 
The climate, the character of construction and its thoroughness 
and many minor details affect the rate of depreciation even among 
similar properties. And again, with cars and their equipment, 
especially with motors, the question of speed, of amount of ser- 
vice during the year, of average loads and various other similar 
considerations, as well as thoroughness of repair, make a vast 
difference in the rate which must be allowed for depreciation. 
And likewise with the electric line and the power station equip- 
ment. Two properties of the same receipts, of the same property 
investment, may vary widely in the proper rate necessary to 
provide adequately for depreciation. 

So the accountant must first be provided with a reliable esti- 
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mate of the probable average life of each kind of construction 
and equipment subject to depreciation, and with its probable 
value when in a condition to discard before he can intelligently 
advise as to the amount necessary to allow for depreciation. 
With this before him he can establish some rate which will rep- 
resent the physical deterioration of the property. Inasmuch as 
the property must be renewed when worn out—there is no escap- 
ing from that—it would seem preferable to take the amount to 
represent depreciation from the earnings in cash, establishing a 
fund sufficient to provide for renewals when made. Then the 
company has cash in hand—or its equivalent—to buy the material 
needed. However, an account may be established or the asset 
accounts charged down, the company providing new capital when 
large renewals are made. 

The average electric railway manager, however, is not going 
to the expense of having a reliable appraisement and estimate of 
life made for this purpose. He will want an arbitrary amount 
or rate fixed with the proviso that it can be changed if experience 
shows it high or low. The accountant will then be expected to 
furnish a figure “from the general experience.” And he will 
find 10 per cent. of the gross earnings from operation a reasonable 
amount—certainly not too large. This is with the understanding 
that ordinary repairs are to be charged directly to expense. This 
is the rate used in Milwaukee and St. Louis and on other prop- 
erties which have a fixed rate, including many foreign companies. 
Against this 10 per cent. will be charged all renewals and re- 
placements and all sale of scrap and second-hand material will be 
credited in addition. 

The advantage of a fixed percentage is obvious when it is 
considered that deterioration is going on in all months of the year 
while renewals and replacements are ordinarily being made 
largely in the spring and fall months. Also, the quantity of 
receipts is a very good measure of service and rapidity of de- ° 
preciation fluctuates quite closely with frequency and amount of 
service. With a fixed percentage, each month (or whatever unit 
period may be used) is charged nearly exactly with its just pro- 
portion. So also the stockholders of all periods are treated im- 
partially. There is a temptation to provide heavily for deprecia- 
tion in the “fat” years and to ignore it in the “lean” years. 
Of course, this is better than no charge at all, but it is not just 
or fair. : 
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Reporting a Street Railway Examination. 
(From the Client's Point of View.) 


By W. B. Brockway. 


The profession of public accountancy is an important one. It 
affects many other professions in a very real way. The pro- 
fessional accountant who has made his name worth remembering 
has done so partly by his recognition of the responsibility resting 
upon him, and also by the exercise of his good judgment in the 
work he has done. 

It is a serious matter to stand in another’s place, especially 
when that other has anything to keep or lose by the action or 
conclusions of the proxy. 

Without doubt every public accountant, and those preparing 
themselves to be public accountants, have given the subject of 
their responsibility to their client, and to all concerned such 
consideration as its importance requires. 

Business conditions and business organization have changed 
much in ten years, and they are now rapidly changing. Every- 
thing is becoming, or tending to become “ itself,”’ and not a part of 
something else. The law, medicine, teaching, banking, engineer- 
ing, accounting, everything is being or has been specialized. In- 
stead of one physician, known as the family doctor, we now have 
one for our eyes, another for our lungs, another for operations, 
and so forth. With the law it is the same; there are corporation 
lawyers, patent lawyers, real estate, criminal, advisory and other 
kinds. Bankers are of many kinds, and the public accountants are 
following the same road. Many have not yet recognized it, but 
look around, and you will see one who is kept busy doing the 
work required by one client. Another has become an expert on 
cost accounting and his work, in spite of him, has drifted to that 
to the exclusion of other work. 

Another, to show how far the specialization is going, has be- 
come expert in association work and is in demand by lodges of all 
kinds. Others are “ up” on manufactured gas accounting, and so 
it goes. The result is that, due to the importance of the require- 
ment that the accounting department understand the details of the 
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operation of the particular business as much as the bookkeeping, 
it is reaching a point where the public accountant, in order to give 
the best class of work, must know the principles of the business 
he is called upon to audit as well as he is expected to know ac- 
counting. His responsibility to his client, to give the best audit, 
investigation, advice and report, requires that he should know the: 
business upon which he is reporting in a pretty thorough way/ 

With the above as a sort of preface, the writer wishes to take 
up and present rather briefly some thoughts upon the reports 
made by public accountants and the use to which they are put. 
In order that he may not be misunderstood, this article should be 
considered as written from the standpoint of the electric railway 
business and such other businesses as are ordinarily allied with it. 

When the client wants a report made, it is ordinarily for a 
purpose ; it is not a habit with all clients—yet. Usually he either 
wants to buy, to sell, to prove a statement, to satisfy some doubt, 
to correct conditions or to increase security. In order that he may\ 
have what he wants he pays his money to an accountant in. 
exchange for the report the accountant makes him. 

In most cases the client sees nothing and hears nothing of the 
work, time or expense which the accountant has to expend in 
order that he may make the report the client wants. The client, 
in the course of time, receives a bundle of papers in a pretty cover 
and pays his money. Then comes the test. Has he got what he 
wants? And here is the place where we stop to consider. 

Who is the accountant? Has he a C. P. A., or other like 
degree of proficiency? What does he know about the business he 
has examined? How far did the head of the accounting firm 
enter into the examination and report? What form is followed 
in the report? Is there much or little text matter in it? Is it 
accurate ? 

Every one of these questions is a real one and they all bear 
upon that little bundle of paper in the pretty cover lying on the 
desk of the client. 

Some clients there are who will take up the report and look 
at the first page where the accountant has said he “ has examined 
the accounts of the A. B. & C. Ry. Co. and find they agree with 
the balance sheet published as of December 31, 1906,” and he is 
satisfied. Other clients want more, some want very much more, 
and here is where the questions begin. 
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Who is the accountant? Say for the sake of argument that 
it is a firm, a well-known firm. The name signed to the report 
gives the client his first return for the money he has spent, for he 
gets from it a feeling of confidence and security. Of course the 
same feeling will come from the report of any one else, if he knows 
the auditor and has had experience with him and his work. 

In the mind of the average client the degree given by the 
different states does not mean much. Of course he recognizes 
that it is a sort of “ Sterling ” mark stamped by the state to show 
that it has taken the trouble and worry off the client’s shoulders 
to see that the accountant knows what he ought to know in order 
to make a good accountant. But in his line of thought it is no 
magical thing to show that its possessor can make no mistakes, 
nor show poor judgment. Not at all. 

The feeling of confidence and security is based upon the ex- 

\perience, the judgment and the individuality of the accountant. 
The standard fixed by law is the starting point only. 

It seems perfectly logical that the accountant’s degree re- 
ceived from the state should carry respect and be an indication 
that its possessor understands enough accounting in the judgment 
of the State Board to be able to know pretty well what he sees. 
But the degree is no guarantee that the possessor has any knowl- 
edge except book knowledge, nor does it protect the client from 
careless work. The point desired to be made is that it is the ac- 
countant, not the degree, that does the work well ; that the degree 
is merely evidence that the accountant has proven he knows 
certain things about accounting, business law, etc. 

What does he know about the business? It can be quickly said 
that it is not necessary for the accountant to know the business, 
provided he understands conditions of accounting and knows what 
he sees. In a general way this is true, but there is much in the 
railway and lighting business that depends upon the classification 
into which items are put. A wrong classification will give wrong 
results and erratic plans made by the owners easily follow. 

The property assets usually comprise fifteen or more accounts, 
the operating accounts thirty-nine or thereabouts, and are some- 
times subdivided into as many as three hundred. The distinctions 
between them are often very finely drawn, but the size of each 
usually means much to the operating official and he makes his 
plans accordingly. 
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An audit ordinarily does not extend to reporting upon the 
classification of expenditures into the different construction and 
operating accounts, but in examining the charges it is necessary 
that the plan of distribution should be understood by the auditor, 
so that important, if not all, erratic distributions may be corrected 
or reported. 

To look on the dishonest side, instead of the operating side, it 
may be demonstrated that it is comparatively easy for the auditor 
of a company to cover some matters in his accounts if the examin- 
ing auditor is not familiar with the business. It seems wise to 
guard against this as much as possible. 

The amount of knowledge the auditor possesses has much to 
do with the amount of information he puts into his report. The 
value of the report to the client is not made up of the amount of 
work put into it as much as from the quality of information he can 
get out of it. Of course, the quantity of information is a factor, 
too, but if the report rings true with knowledge of the business 
the information will be more understandable and valuable. 

And here a new factor is entering. It is not many years since 
the practice has been for a client—say a private bank—to be in- 
terested in many street railway and lighting properties, and to 
have in their employ an accountant who has supervision over the 
accounts of all their properties. This accountant, whom we will 
designate the general auditor, is much interested in the report 
because it is turned over to him for his opinion and action, if 
action is needed. He, approaching the subject in an intimate way, 
must have more information than a mere statement. There must 
be something of a demonstration showing the basis of the examin- 
ing auditor’s statement of fact, that he may be fully posted with- 
out having to make his own examination. A general auditor of 
this kind is usually located with the client and far removed from 
the property on which the report is made, and his time and expense 
of traveling must be saved as much as possible. ; 

Such a general auditor has in his office the reports of the 
companies controlled by his firm and much statistical and other 
information. Usually the accounting system of the company re- 
ported upon was installed and the accounting policy of the com- 
pany is laid down by him. He is responsible for the results and 
so the report of an examination is important to him. He uses a 
report from quite a different standpoint than does anyone else, 
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therefore the examining auditor should meet this new need by 
furnishing his information in such detail that it may be used im- 
mediately without further reference to the books of the company. 
Or, conceding that it is not always possible to do this, at least to 
report in such a manner that necessary matters may be in- 
telligently taken up with the local office of the company. 

There are times when the public served by the company, and 
the public at large are very much interested in the auditor’s re- 
port. This is especially true when a certificate is published in the 
company’s annual report. The value of an auditor’s report takes 
on a new light when thus used, but this article does not seek to 
deal with that point except to call attention to it. We are more 
concerned with the use the company makes, or wants to make of it. 

The ease with which it may be handled and used is important. 
That is to say, if each sheet is folded and perhaps folded again 
the form is awkward and obstinate when used. The writer has 
seen reports typewritten on very thin paper, with the statements 
bound at the top, some sheets reading horizontally and others 
turned around to read vertically. Some pages printed on a wide 
carriage typewriter, some on one of ordinary width. All wide 
sheets being folded with the printed face in, so that every sheet has 
to be opened to learn its contents before finding the one wanted. 
This is an old custom and comes about from a desire to so fold 
the report that it will fit a pigeon-hole in a desk without recogniz- 
ing that since the adoption of vertical files, such papers do not 
remain in desks. It may be said in passing that the reports re- 
ferred to above were not made by obscure accountants. 

The book form is best, bound on the left margin for easy 
handling. If a statement is too wide to prepare without folding, 
can it not be printed half on the left hand and half on the right 
hand page, and so gain the width of the statement without widen- 
ing the report? Or is it not ordinarily possible to rearrange a 
statement that it may take more pages and still be as useful and 
intelligible ? 

It seems as though some method of duplication must be found 
to replace carbon. Carbon is often illegible and thus dangerous. 
It also requires the use of thin paper, which is objectionable be- 
cause so difficult to handle and the periods on the typewriter prick 
through the paper. If copies are to be made, the present method 
leaves much to be desired. 
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Each accounting firm has its own form which it follows. 
From the standpoint of the client it may be hoped some sort of 
standard may be reached in the presentation of the report so that 
the size and methods of binding may not vary so much. It is too 
much to expect, or even desire, that a rigid standard be fixed, but 
if some attention and discussion were provided in the accountants’ 
associations, a general practice might result. It is true this is only 
a mechanical part of the report, but it has its importance in the 
use to which the client places it. 

Let the individuality of the auditor be expressed in the matter 
the report contains rather than in the binding. 

It should be understood the writer has no desire to unduly 
criticise by these remarks. There is no intention to do more than 
to show the use to which a report is put, feeling certain that the 
auditor does fully realize the difficulties sometimes experienced 
in using his work. 

By the intimate way the auditor is taken into the inmost parts 
of a company’s records and reports he must of necessity have im- 
pressions of conditions, good and bad, which he cannot express 
always in figures. It is not justice to a client to present a balance 
sheet, or other statements, no matter how clearly expressed with- 
out also giving ample text matter to draw attention to the con- 
ditions as he finds them and his impressions of them. I am told 
this is known as “ talk” among the profession. At any rate the 
object of a report is not attained unless the “talk” is ample 
enough to set out the lessons in the statements. This part of a re- 
port is valuable; it means something to a client and if he has no 
accounting adviser and is not possessed of much accounting 
knowledge he can understand this part of the report and thereby 
get his money’s worth. 

The text matter cannot be written by a space filler, but must 
get close enough to the head of the firm that it may bear the im- 
print of his experience and judgment, that it may not create false 
impressions or ramble to no conclusion. 

This brings us to a matter of serious import to the client. 
How far does the head of the accounting firm enter into the re- 
port? How far into the examination which precedes the report? 
This cannot be ignored because the abilities of the head of the 
firm are of little worth to the client if they do not permeate 
through the whole matter. It goes without saying that he cannot 
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do all the work, that is self evident, but his personality is every- 
thing. The matter of handling his men, whether he drives them 
or leads them and teaches them has everything to do with the 
quality of the work he signs with his name and his reputation. 

The writer has been thrown into close contact with the assist- 
ants of many firms, and the result is that some reports are always 
of doubtful accuracy, and others are accepted with confidence, 
because of the knowledge of the life these assistants lead, due to 
the policy of their firms. 

True, many of these men are not in positions of responsibility, 
so called, but no one can place a limit, where the work of anyone 
in the profession can be said to lack responsibility. 

I repeat there is no desire to sound unduly a harsh note, but 
rather to “stir up by putting into remembrance” in the most 
kindly way, by giving the client’s point of view of a subject very 
important to him at all times. 

That the opinions of a public accountant and the statements 
of fact signed by him are received with sincere respect by the 
public at large, is one of the most valuable possessions of the 
craft. It has been well earned and should be safeguarded 
earnestly. 











How to Investigate Securities. 
By GeorceE E. Barrett, LL. B., B. C. S. 


Statistics are not necessary to convince one of the vast 
amount of money lost through unwise investment. The ap- 
praisals of the estates of deceased persons in New York City 
during the last year show that approximately fifty per cent. of the 
unlisted securities were valueless and few cases show a profit. 
Naturally, a large part of the worthless securities were those of 
mining companies. 

The risk involved in buying the securities of new corpora- 
tions is, on general principles, so great that they should only be 
taken by men who are trained in the particular business in which 
the corporations intend to engage. To judge from the literature 
of the financial world, it would seem quite an easy proposition 
to buy securities of new promotions and amass a great fortune 
through the profits often made by those who “ get in first.” 
From an experience in making investigations and appraisals, 
however, it is evident that it is unprofitable to invest in the se- 
curities of small concerns unless the investor is right in the 
business, knows what is going on and is well aware of the risk 
involved. 

The great danger in depending too much on recommenda- 
tions of others can not be too strongly emphasized. The great 
mass of investors do not rely upon their judgment of the real 
value of securities and do not even care to know facts. Bond 
salesmen say that an investor would rather buy a certain bond 
because he is informed that some well-known man has bought 
a block of the same security. 

And further, it is a common sense proposition that an in- 
vestor should not rely entirely upon the prospectuses and circu- 
lars which are gotten up to sell securities. Financial houses 
make large profits by buying from a corporation a part or the 
total amount of an issue of securities and selling them as soon as 
possible at an advanced price. These houses are constantly try- 
ing to find corporations which desire to issue securities such as 
would be salable to its customers. Elaborate circulars and letters 
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are issued to sell them and a great deal of art is used in making 
the facts at hand seem as forceful as possible. In fact, if the 
ordinary investor reads any one circular he will say that the 
security certainly seems a good investment. 

In the era, which is almost upon us, when proper accounting 
will be universally employed and full reports made by corpora- 
tions, then the investment of capital will become more of a prac- 
tical proposition. Judging values to a fine point is an art which 
few ever master, but by a little effort one can at least make 
money earn the highest possible income for such a risk as one is 
willing to take. Naturally, the better training a man has had 
the better able he is to judge his investments. Even now it is 
within the power of a layman to investigate the real value of 
securities. 

For an investor to make a careful investigation before buy- 
ing is not more important than to investigate the real value of 
the securities which he may already hold. If they are not the 
best, it surely would be wise to sell them before any serious 
trouble can arise and secure by re-investment, the advantages of 
a safer security. 

Let us now consider the fallacious principles upon which 
most investors, who try to determine the real value of securities, 
base their opinions. 

In buying a bond, the investor buys a promise of a corpora- 
tion to pay the par value of the bond at some future day and to 
pay at regular periods a certain percentage of the principal sum 
as interest. The owner of the bond has no right in the property 
of the corporation until it shall have broken its promise and proper 
proceedings have been taken. The buying of a bond is essen- 
tially buying income. The physical value of the property of the 
corporation, therefore, is an unsafe basis upon which to judge 
an investment. Following the panic of 1893, when bonds of a 
par value of hundreds of millions of dollars were in default, and 
the property was sold to satisfy the bonds, the amount realized 
was in most cases but a fraction of what it had been supposed to 


‘be worth. The vital consideration is the stability of the income 


of the corporation. 

It is because the income of a railroad is generally more stable 
than that of an industrial corporation that railroad bonds bring 
higher prices. Naturally, the income of a railroad is more stable 
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because its freight traffic comes from all kinds of industries, 
while the industrial corporations depend upon the prosperity of 
a particular industry. 

It is a great mistake to believe that particular classes of bonds, 
as bonds of railroads or municipalities, are the best to invest in, 
for very often much safer bonds yielding a greater income are 
found among the securities of public service and industrial cor- 
porations. The selling prices of bonds that are frequently trans- 
ferred may show what they are considered to be worth in the 
market, but does not represent their real value. It is a mistake 
also to judge the security of investments by the income they 
yield. 

To find the best investments we must break down all prej- 
udices and false ideas and investigate the whole field as thor- 
oughly as possible. Of course it is also possible to confine one’s 
investments to a certain class of bonds and find merely the best 
in that class. 

Comparison is the principle by which to judge the real value 
of investments. The method is a comparison of the considera- 
tions affecting the financial strength and ability of the different 
corporations and also a comparison of the peculiarities of the 
securities. A most important question is—does the growth and 
stability of the income of one corporation make a better showing 
than other corporations? 

It must not be overlooked, however, that there are other 
essential considerations. Sometimes some little clause may en- 
tirely offset the remarkably good showing made by the financial 
statements, as, for example, that the term of the franchise does 
not cover the life of the bond. 

We will first take up the form of report used by many large 
corporations and discuss the general meaning of each step. Then 
we will apply an outline for investigating the value of securi- 
ties to some particular class of bonds, showing also the special 
considerations affecting the value of some particular classes. 
Finally an illustration will be given of the investigation of a 
particular security held by a small investor. 

The essential points of the reports made to large companies 
by experts retained for this work, are given below. Naturally 
they are very thorough and are, therefore, instructive. 

The character of the bond is first determined—whether it is a 
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mortgage lien or collateral trust bond, etc. Its legality as an 
investment for insurance companies is set forth. Then follow 
facts as to date of maturity, facts pertaining to convertibility, 
whether callable or not, the sinking fund provisions if any, facts 
as to the issuance of coupon and registered bonds, whether the 
principal and interest are payable in gold and whether exempted 
from taxation. Following these facts, the amount authorized to 
be issued and amount outstanding are given and also the pur- 
poses for which they were authorized to be issued. Thereafter, 
a detailed description of the property mortgaged to secure the 
payment of the bonds is given and a complete statement of the 
prior and subsequent liens outstanding. The provisions of the 
mortgage as to enforcing the obligation in case of default and 
the exact cases in which the certain steps may be taken are given 
in full. A copy of the guarantee is given. Other points covered 
are whether they are legal investments for savings banks and 
whether they are listed on the New York Stock Exchange. The 
high and low prices for a number of years are stated. 

The above is in particular relation to the bond itself, but there 
is also a detailed report on the corporation issuing the security. 
In this second report, the history of the corporation is set 
forth with full details as to capital and a list of the funded debt. 
Then follows a complete statement of the assets. The most im- 
portant part of this report lies in a comparison of the income 
accounts for a number of years. The officers and directors are 
given and remarks and conclusions are added by the expert 
making the report. 

Taking up this form of report it is instructive to note the 
special significance of each step. As to the character of the bond, 
it may be said that this merely indicates its nature but not its 
value. The collateral pledged to secure a certain issue of col- 
lateral bonds may make a far better security than some bonds 
secured by a first lien on a railroad. The date of maturity of a 
bond makes a great difference in the income it yields at a certain 
price, and it also becomes important in other ways. For ex- 
ample, an equipment bond should not run too long since the rate 
of depreciation is about 1o per cent. a year and this is best pro- 
vided for by having a certain amount of the bonds mature each 
year. On the other hand, a first mortgage bond usually brings a 
higher price if it runs a long term of years. The matter of con- 
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vertibility of a bond often gives additional value since the stock 
into which it may be converted may be increasing in value and 
this gives a speculative value to the bond. When a bond is 
callable at a certain price the market price of the bond will rarely 
go above this figure, but since this provision gives rise to a possi- 
bility of the bond being called at a certain figure the tendency is 
to enhance the value. 

The matter of sinking fund provisions should be considered, 
for thereby the amount of outstanding bonds is decreased or the 
annual payment to the sinking fund is added to the total security. 
In the case of bonds secured on mines, the sinking fund should 
be large enough to pay off the bonds before the mines have been 
depleted. Registered bonds are often preferred when they are 
being held as an investment, but when they are to be sold the 
coupon form will bring a slightly higher price. Registered 
bonds are not as often provided as are coupon bonds with the 
privilege of registration of the principal. Such bonds after being 
registered may be restored to their original form by having them 
registered payable to bearer. The importance of having the 
principal and interest payable in gold arose because of the trouble 
experienced with our currency. The tendency of the Federal, 
State, and Municipal governments being to tax anything within 
their power, the provision for payment of principal and interest 
without deduction for any taxes is of some weight. 

Sometimes instead of a fixed amount of bonds being author- 
ized there is a provision that the bonds shall be issued at a cer- 
tain rate per mile of road actually constructed or acquired. The 
purposes for which they were authorized should be outlined. 
Some are to refund prior issues or the small issues of the sub- 
sidiary lines, and if the bonds have not all been issued this will 
show under what circumstances the amount outstanding may be 
increased. The importance of a detailed description of the prop- 
erty securing the bonds and from which the income to pay in- 
terest must be produced goes without comment. Further, the 
bonds having a prior lien on the property must be known before 
the value of the security can be determined. 

The provisions of the mortgage in regard to enforcing the 
lien of the bonds show the rights under the mortgage and show 
wherein the bondholder is not protected. The guarantee upon a 
bond by another corporation may give much additional value, 
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but naturally this depends entirely upon the standing of the 
guarantor. Some bonds are assumed by the parent company. 
Some ingenious schemes have been devised to accomplish this 
result without having to place this item among the liabilities of 
the parent company. The legality of any security as an invest- 
ment for savings banks gives it a better and wider market and 
leads to higher prices. The fact that a bond is listed on the 
Stock Exchange is not very important, because the greater part 
of the daily transactions in bonds are made in the Street. The 
bond houses buy and sell more often and their quotations are 
more reliable. The high and low prices for a number of years 
gives the market history of the bond. 

The history of a corporation is for general information and 
no particular value is necessarily attached to the details about 
capital and funded debt. The comparison of the income accounts 
for a number of years, although not the most difficult, is the most 
vital part of the investigation. But generally, the balance sheet 
gives little light as to the real financial strength of the 
corporation. 

One of the largest insurance companies has these reports on 
hundreds of securities and it has been found that by comparing 
them it is possible to make a better decision as to what should be 
sold and what should be bought. 

Let us apply the main proposition to first mortgage bonds of 
industrial corporations. One can take a list of these bonds and 
tabulate the rates of interest and dates of maturity. Then one 
can find the latest market prices. The yield of the bonds can 
readily be worked out by using interest tables to figure the 
amount of accrued interest included in the flat price quoted and 
deducting it. The yield at the new price can be found in the 
regular bond tables. A list should then be made of those bonds 
yielding the rate of interest desired, and a tabulation of the prin- 
cipal facts which show the relative financial strength of these 
corporations should follow for comparison. One can tabulate the 
surplus of each corporation. How much money has been paid 
out for dividends can be figured for that year. By comparing 
these amounts with the annual interest charges, the margin will 
be shown which the respective corporations have earned and 
which would be available for the payment of interest. Elimina- 
tions are again in order. The next step is to make up compara- 
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tive statements of the income account for a number of years. A 
regular form must be adopted to secure uniformity, but all the 
items can beso classed as to make comparisons an easy matter. 
A balance sheet should be gone over and the indenture securing 
the bonds should be carefully read to determine on just what 
property the bonds are a lien. The nature of the business of the 
corporation must be considered. It is important to see that 
adequate provisions have been made for depreciation, 

It would be well at this point to consider the special circum- 
stances affecting the value of some class of bonds to show what 
advantage one would have in applying further investigation to 
a security before buying it. 

Take by way of illustration, the securities of public service 
corporations. These are electric railways, gas, electric lighting, 
and water companies. The question of an exclusive franchise 
is quite important in an electric lighting property because the 
opportunity for competition is very great. In the case of a street 
railway, however, the occupancy of all the streets upon which a 
railway could be built would amount to an exclusive franchise. 
Whether the franchise is perpetual is generally not as important 
as the question whether the term of a franchise covers the life of 
the bond. The matter of State intervention and regulation has 
become an important factor in values. In Massachusetts, be- 
cause the amount of bonds to be issued is light, the corporations 
carry a very large floating indebtedness. In one state it is cer- 
tain that the franchise of a number of corporations have not been 
granted in accordance with the law. In many cases the bonds 
represent the cost of the property and the stock represents the 
possibilities. In some states, an amount of stock equal to the 
bonds must have actually been paid in which gives much greater 
value. Where only a part has been paid in on the stock the 
bondholders may call on the stockholders for the balance in case 
of foreclosure. Unless the net earnings exceed the fixed charges, 
including interest, taxes and guaranteed rentals by fifty per cent. 
the bonds are generally not to be considered a safe investment. 
And unless the proper amount has been expended for the main- 
tenance of the property, the “net earnings” are fictitious. 

When the street railway owns a private right of way, it may 
maintain greater speed, no paving is required, fewer accidents 
happen and there is less wear and tear by extraneous traffic. 
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The operating of street railways has become such a science that 
earnings can be estimated just as life insurance can be figured. 
Each inhabitant of any given community pays so many dollars 
to the local company. The shape of the city, its size and popu- 
lation, their character, the location of their residences with refer- 
ence to their places of employment and their relative prosperity 
are all factors to be considered. An interurban line should have 
a large terminal town. If built on a river bank, it can only draw 
from the population on that side of the river. If the population 
depends upon a particular industry, the street railway will be 
affected by conditions in that industry. If it is only operated in 
the summer it must do twice the business or if operated at a loss 
during the winter this must be made up. If water power is used 
to generate electricity, it must be available all the year round, for 
it would be too costly to have a supplemental steam plant. 


It has been found that in a general business depression the 
railways lose because freight traffic decreases, but the street rail- 
ways do not suffer as much because the people still ride. This 
gives a reason for the increasing popularity of the securities of 
public service corporations. 

Gas and electric lighting plants are best operated together. 
Salaries and rents are saved and electric light can be more 
cheaply produced by using gas engines. Location near a natural 
gas region should be looked into. Since electric lighting plants 
depreciate very rapidly the proper amount of depreciation must 
be provided for. Gas plants do not depreciate one-third as fast 
as the electric light properties. 

It might be well to say a few words about equipment bonds 
when thus considering the peculiarities of certain bonds because 
they are becoming more popular as investments for private indi- 
viduals, whereas formerly they were principally held in large 
blocks. They are seldom transferred and are usually held by 
the investor until maturity. Their characteristics are well known 
so far as they are secured upon equipment and mature in series 
until the whole issue has been retired in from ten to fifteen years. 
It is of special interest to note that during the period of railway 
disaster following the panic of 1893, practically all equipment 
bonds were paid in full. This was because they are considered 
an operating charge which the receiver must pay and not a fixed 
charge as mortgage bonds are termed. However, it is sometimes 
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difficult to find the equipment securing them and this is prac- 
tically the only objection that can be raised. 

The following is an example of a report on a stock held by a 
small investor and shows the advantage of making a practical 
examination of the value of the securities one may hold. 


Report on ———-——-——— Company. 


INCORPORATED.—Rhode Island, 1864. 

CAPITAL.—$10,o00Sauthorized and outstanding, shares’ $100 par 
value. 

NO DIVIDENDS. 

BONDED DEBT.—$100,000 authorized, $77,000 outstanding, first mort- 
gage 5 per cent. bonds issued August 1, 1890, becoming due on August 1, 
1920. They are coupon bonds in denominations of $1,000 with interest 
payable semi-annually on February 1, and August 1, at 
Trust Company, trustee under the mortgage. 

BUSINESS.—This is an independent company owning a line of stand- 
ard gauge road about 3 2-5 miles, between ————— and ————. Also 
operates a ferry line between and . The company owns 
1 locomotive, 3 cars and a steamer. 
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ANNUAL MEETING.—First Monday in October. 














FINANCIAL. 
BALANCE SHEET (June 30, 1905). 
ASSETS. LIABILITIES. 

Road Equipment..... $15,000.00 | Capital.............. $100,000.00 
Construction Account. 118,000.00 | First mortgage bonds. 77,000.00 
Steamer account..... 50,000.00 | Bills Payable........ 17,500.00 
Sinking fund...‘..... 2,159.94 | Accrued interest...... 1,843.75 
Materials and supplies, 3,801.87 | Accounts Payable... . 5,342.78 
a Ee yn ee 2,656.82 | N. Y.,.N.H.& H.R.R. 
Accounts Receivable.. 3,192.93 Witisd psn akad- 10,304.98 
sods tanteeanas ¥e 1,795-15 
Profit and Loss. ..... 15,384.80 | 

$211,991.51 $211,991.51 
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Gross Earnings 


Fixed Charges 
Deficit for year 
Steamer mileage 
Train mileage 


COMPARATIVE STATEMENTS (June 30). 


1903 1904 1905 
nih ah ak os ish whi aan al $60,038.37 $55,368.06 $61,916.47 
Conducting transportation......... 42,145.36 41,525.86 43,615.90 


Maintenance of Road and Equip- 
fbn sev ngeenntatesbaees ees 13,630.29 5,181.09 8,708.32 
General Expenses................. 3,968.18 2,728.32 2,629.07 
CPR eter ree rer 7,047-59 7,795.26 8,113.67 
Diba ws +-es shun eee 6,753-05 1,862.47 1,150.49 
paeh eee as-eekpaneas 33,500.00 34,513.00 32,664.00 
eT Cr TTT ee te 15,970.00 16,834.00 15,445.00 
| ERP rere 108,459.00 119,176.00 67,541.00 





VALUE OF STOCK AND CONCLUSIONS.—From the comparative 
statements given above it will be seen that competition is causing a steady 
decrease in the amount of business actually done by the road. Notwith- 
standing this fact there has been a comparative increase of gross earnings, 
but we find that this is due to an increase in passenger and freight rates 
and better arrangements with the express companies. 

Each year the company’s statement shows a deficit which has increased 
until it amounts to $15,384.80. The steamer is in very bad condition and 
the road must be equipped with new track. The road must be electrified 
to put it on a paying basis and equip it to meet strong competition. 

The last sale of the stock we find was at $25 per share and we believe 
that this figure can be obtained to-day. 

We advise that this stock be sold. 


32 


‘ 


. 
“ 




















The Philosophy of Accounts. 
By CuHarves Ezra SpraGue,* A. M., Pa. D., C. P.A., 


Author of “The Accountancy of Investment” and “ Extended 
Bond Tables.” 


CHAPTER X. 
INSOLVENCY. 

145. The converse or negativ of proprietorship is insolvency. 
When the assets exceed the liabilities, the difference is pro- 
prietorship, or net wealth; when the liabilities exceed the assets 
the difference is negativ wealth or insolvency. The equation of 
the balance sheet will then appear as: 

Assets + Insolvency = Liabilities. 

146. Even those who contend that proprietorship is among 
the liabilities would scarcely claim that insolvency is an asset. 
In actual practice, however, it is seldom admitted that there is a 
state of insolvency. Precisely as in the case of impaired capital, 
treated in the last chapter (Article 144) some alleged asset is 
inserted to swell the total assets to a state of at least solvency, 
from the same motivs as those cited in that article. 

147. It is possible that, notwithstanding the balance sheet ex- 
hibits a state of insolvency, there may be earnings which at least 
equal the outlay, thus leaving the insolvency or deficit unincreast. 

It is even possible that there may be a surplus of earnings 
which tends to cut down the deficit. This will indicate the 
existence of latent (non-ledger) assets (Article 84) overcoming 
the deficit, and in that case the creditors will be encouraged to 
permit the concern to go on, that course being advantageous to 
them. 

148. There are four possible cases of status as to sol- 
vency and the power to improve the situation (barring exact 
equilibrium) : 

(1) Solvent and gaining. 

(2) Solvent but losing. 

(3) Insolvent but gaining. 

(4) Insolvent and losing. 

*Copyright, 1907, by Charles E. Sprague. 
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149. If the creditors are aware of the facts, their attitudes 
under these four suppositions will be as follows: 

(1) They have neither the right nor the disposition to inter- 
fere with the management. 

(2) They have no right to interfere but will have the dis- 
position to enforce their claims in advance of impending 
insolvency, if possible. 

(3) They have the right to interfere but will be disposed to 
refrain from doing so. 

(4) They have both the right and the disposition to interfere 
with the management by the proprieter and will endeavor to 
displace him. 

150. When this displacement is put into effect, it is done thru 
the agency of an intermediary, usually a representative of the 
courts, whose duty it is to administer the assets and as far as 
possible to discharge the liabilities. His balance sheet will not 
be a proprietary but a fiduciary one, as will be explained later. 


CHAPTER XI. 
Tue PERIop. 


151. The balance sheet might be taken at any moment or at 
any irregular interval of time; but in order that the events during 
one interval may be profitably compared with those of another, 
the intervals should be equal. It is therefore desirable not only 
to make the periods between balances equal, but to make them 
correspond to the astronomical divisions of time, upon which 
human activities so much depend. Therefore the day and the 
year are the minor and the major units of time most frequently 
employed as accounting periods. 

152. The day is the smallest accounting unit of time recog- 
nized. Commercial transactions on the same day are regarded 
as simultaneous, and obligations are generally performable, not 
at a certain hour, but merely on a certain day, at an optional hour. 
When the hour is specified, as in fire insurance and rent, it does 
not apply to the financial transaction but to the physical fact, 
conflagration or possession, which determines it. 

The legal day is from midnight to midnight. The business 
day is from the beginning of business hours to the end. 

153. From any part of the business hours of one day to any 
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part of the business hours of the next day is one day, not two. 
Therefore the number of days is really measured by the number 
of intervening nights, or by subtracting the numerical designation 
of the initial date from that of the final date 

154. As the date from which reckoning is made is excluded, 
the proper way of designating the year is “from the 31st of 
December, 1906, to the 31st of December, 1907,” rather than 
“from the Ist of January, 1907, to the 1st of January, 1908.” 
This latter expression would really mean 364 days in 1907 and 1 
day in 1908. To be quite definit it is better to say “ from the Ist 
of January to the 31st of December, inclusiv.” 

155. From the rule of excluding the day from which, it follows 
that all transactions of a certain date are to be considered as 
occurring at the close of business on that day. Balance sheets 
are sometimes dated as of the day at the beginning of which the 
status exists and sometimes are given the date at the end of which 
it exists, the same balance sheet being dated indifferently “ Dec, 
31, 1907,” or “ Jan. 1, 1908.” I regard the former as the more 
correct for the reason given above and also because the balance 
sheet is more significant as the result of the work of 1907 than 
as the inception of 1908. 

156. In some of the old writers a balance at the beginning of 
the first day of a month was designated by a zero date; thus the 
closing balance of 1906 would appear as “ Dec. 31, 1906,” while 
the same balance at the opening of 1907 would be dated “ Jan. o, 
1907 ”; a quaint but logical distinction. 

157. A daily balance sheet is not unknown; but usually it is 
informally made up without disturbing the routine of the ac- 
counts to which it remains external. It must largely depend upon 
estimate rather than realization ; or else the accidental fluctuations 
will be so great as to destroy its utility. 

158. The year is the most natural and usual period of ac- 
countancy. The calendar year, January to December inclusiv, is 
an easy period for reference, tho for many businesses Dec. 31 is 
not a natural epoch of conclusion. Quite frequently a date is 
selected at which there is least activity in the business itself and 
most leisure for the labors attendant upon the balancing process. 

159. An intermediate unit, such as the quarter or the month, 
is often chosen for the purpose of summarizing the work and 
comparing it with the same unit in previous years. 
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160. The major unit, from balance sheet to balance sheet, is 
usually the year; sometimes the half-year, seldom the quarter- 
year. The intermediate unit is almost always the month, oc- 
casionally the week, seldom the quarter; a special period of 28 
days is sometimes used so as to embrace even weeks. When the 
half-year or the quarter is the balancing period, two or four of 
them are easily combined, giving the yearly history. 

161. When I have occasion to speak of these periods, it will 
be of the year as the major unit of time or balancing period, and 
of the month as the intermediate or summarizing period, altho 
in fact the former may be a half-year or the latter a week. 

162. The use of a monthly grouping of transactions has this 
special advantage for keeping a general ledger and subordinate 
ledgers (Art. 74): the general ledger may contain only monthly 
entries in aggregate, while the subordinate ledgers contain 
separate transactions day by day. The general ledger will be 
more condenst and more generalized, with saving of labor. 


CHAPTER XII. 
Economic ACCOUNTS. 


163. The whole purpose of the business-struggle is increase 
of wealth, that is increase of proprietorship. The counterpart of 
increast proprietorship is either increast assets or their equivalent, 
diminisht liabilities, as shown in Art. 59 (5). We may in discus- 
sion ignore the case of diminisht liability and consider all increase 
of proprietorship as manifested in increase of assets, which 
increase might be immediately utilized in discharge of liability. 

164. While increase of wealth is taking place, it is almost 
always attended by a partial decrease, a parting with assets in 
the expectation of ultimately recovering assets of greater value. 
These decreases are offsets to the increases, but for analytical 
purposes are usually kept, in the first instance, separate. 

165. The all-important purpose of the proprietary accounts is 
to measure the success or failure in increasing wealth, and to 
analyze that success or failure so as to ascertain its causes, as a 
guide for future conduct. 

166. Increases and decreases of wealth, so far as they arise 
from business conduct, are, therefore, not recorded immediately 
on the accounts of proprietorship but in subordinate accounts. 
Each of these subordinate accounts represents a class of events 
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in the business-conduct dependent on a common cause, as Mer- 
chandise Profit, Interest, Discount, Rent, Insurance, Salaries, Ex- 
pense, Freight, Taxes. Whenever any increase or decrease of 
wealth is realized or recognized it is recorded, according to its 
nature, in one of these subordinate accounts, which we shall call, 
as a whole, the Economic Accounts. 

167. Mere accessions of capital not earned but contributed do 
not belong in the economic accounts. An example of this is given 
in Art. 91, where Smith brings in additional capital but no 
economic change takes place. 

168. The economic accounts should run for a definit time. It 
must be kept in mind that they are tributary to the proprietary 
accounts and that they withhold certain records for the purpose 
of an analytical summary. No comparison of one of these sum- 
maries with another can be useful unless they cover an equal 
time. The rate of progress must be ascertained by obtaining a 
common denominator in time. It is therefore the best accounting 
practice to keep economic accounts open for the year (or balanc- 
ing period) and then, with the greatest nicety, carry the net result 
into the main proprietary account, which in the meantime has 
stood still awaiting the returns of its subordinates. 

169. Thus, by an ingenious and somewhat artificial system of 
economic accounts, the highest possibilities of accountancy are 
attained. Without the analysis here described, it would hardly 
be worth while to maintain any proprietary accounts, at least 
for a sole proprietor, Omitting the proprietary and economic 
accounts would leave what is generally known as “ single-entry.” 

170. The accounts of assets and liabilities, as we have already 
said, are the specific accounts. They might also be called the 
exterior accounts as they alone affect persons outside of the 
business, while the proprietary and economic accounts are the 
interior ones, kept for the instruction of those inside. The 
economic accounts may therefore be kept with a freer hand than 
the specific; their subdivision, the plan of their arrangement, the 
decision as to the treatment of doubtful (or “ border-line ”) 
cases are entirely at the option of the proprietors. 

171. Where it is a question of more or less minute subdivision, 
the more minute is usually the safer, because it is easier to remedy 
over-minuteness by combination than to re-analyze what is found 
not minute enough. It is easier to mix wine and water than to 
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172. The ordinary forms of ledger-account may be abandoned 
altogether for the economic accounts and some form of tabulation 
substituted, which will often exhibit the results far more effec- 
tivly. The metaphoric conceptions of debtor and creditor may 
be totally discarded here where they have less pertinency than in 
any other class of accounts. These accounts have nothing what- 
ever to do with indebtedness, but represent on their respectiv 
sides : 


Loss PROFIT 
EXPENSE GAIN 
CHARGES REVENUE 
OUTLAY INCOME 
EARNINGS 


All these synonyms are used in various connections with 
slightly varying shades of meaning, but their general purport is: 
DECREASE OF WEALTH INCREASE OF WEALTH 
for services received for services given 

173. Unless care is taken to include in the economic entries 
of a period all that properly belongs in it and to exclude all that 
pertains to any other period before or after, we may greatly 
distort the presentation of facts so as to render it valueless; the 
period which has been adverse may appear prosperous at the 
expense of one which is actually more successful. The question 
must always be askt: Is there any residual asset or liability at the 
beginning or at the end of the period which has not been taken 
into account? 

174. Many consider that there is no income until received in 
cash and that there is no outlay until paid in cash. Suppose one of 
the large expenses of a business is the cost of coal. Coal is 
ordered and put into the bins in January, say 200 tons, and paid 
for in February, at $5 per ton. It is used up as follows: in 
January, 30 tons; in February, 26 tons; in March, 31 tons. 

175, Those who treat everything as being outlay at the time 
of cash payment would make no entry in January; in February 
the entry 

Coal [expense] /Cash $1,000 
The economic summaries for these three months would then 
indicate the cost of ccal as follows: 


For January fe) 
February $1,000 
March fe) 
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January and March would be relieved from all expense for coal 
altho the coal was used right along, and those months would 
appear as very profitable but February as most disastrous. 

176. Another bookkeeper might think proper to credit the 
dealer as soon as the coal is received and charge him when 
paid for. 


Jan. Coal [expense] /Coal-merchant $1,000 
Feb. Coal-merchant/Cash 1,000 


This is more correct than the Cash-Statement, for it recog- 
nizes the purchase at its proper date. But there is again a false 
distribution of the cost. The entire cost of the coal is merely 
shifted to January, and that month stands all the burden while 
February and March go free. 

177. The error is in considering the coal as instantly con- 
sumed when paid for or when received. The true cost in such a 
case is the value consumed, the residual coal being an asset. 


178. When the coal was purchased, it was all an asset. Coal, 
as an expense, was the quantity burned. 


Jan. Coal [asset] /Coal dealer $1,000 

“Coal [expense] /Coal [asset] 150 

Feb. Coal dealer/Cash 1,000 

“Coal [expense] /Coal [asset] 130 

Mar. Coal [expense] /Coal [asset] 155 
FiGureE 28. 


COAL [asseEt.] 








Jan. Purchased 200 tons. $1,000 | 2. Consumed 3otons. $150 
| eb. 26 tons. 130 
| Mar. ~ 3r1tons. 155 


“Balance 113 tons. 565 





$1,000 $1,000 








COAL [ExPENSE] 











—. Consumed.......... $150 
eb. |) “wheeareaee 130 
Mar. |) hee cen 155 
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179. If no record of the coal consumed has been kept, we 
should have to resort to taking an inventory of the amount on 
hand and thence inferring the consumption. 


FIGURE 20. 
COAL. 








Jan. Purchased 200 tons..$1,000 Mar. 31 Balance as per 
Inventory 113 


Jan.-Mar. Consumption... 


Apr. 1 Balance 





180. This is an account 9’ coal as an asset and also of the 
consumption of coal as an economic fact, the latter being inferred 
from the former. The first presentation in Art. 178 furnisht a 
check upon consumption of coal; the quantities issued from the 
storehouse being known, the balance on hand should be 113 tons 
and any deviation from that quantity indicates error or defalca- 


tion. In this latter presentation there is no check on the 
inventory. 

181. If the coal had been purchased in small quantities as 
needed, say about 10 tons a week, the purchases would have 
been so nearly in accord with the consumption that no great error 
would be made in considering the coal as an expense as soon as 
bought. 

FIGURE 30. 

COAL [expense]. 
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In this account, unadjusted, there is an error of $25, or rather 
a neglected asset of that value. In modern accountancy, no 
such errors even if minute are allowed to stand over into the next 
period, but an adjustment is made rectifying both the consumption 
and the residue. 

182. The only absolutely correct rule is to base the outlay 
account not on the receipt of the supplies nor on the payment for 
them, but on their consumption, and it should be apportioned as 
to time accordingly; either by a regular account of consumption, 
checkt by an inventory, or by inference from the inventory. 

183. It may be askt whether the same rule applies to supplies 
having almost no salable value, such as business stationery de- 
signed especially for a certain particular concern. Perhaps there 
has been considerable expenditure for engraving, printing, ruling, 
binding, etc., and yet this would be a dead loss for purposes of 
sale, the value being actually below that of the blank paper. The 
residual asset, it might therefore be argued, is practically nothing. 
But this is not quite correct; for selling purposes on liquidation, 
its value would be nothing, but to go on with, it has its full pro- 
portionate value. If a year’s supply was bought and enough re- 
mains in good condition to last a half-year longer, then half the 
total cost has been consumed and half remains as an asset. Its 
value as an asset consists in relieving us from the necessity of ex- 
pending anything further for the same purpose for months to 
come. For this purpose it is as good as the cash. 

184. This question of two valuations, one for liquidation, the 
other for a going business, frequently arises. I am of the opinion 
that im a going business the latter is the balance to be carried, 
because only in that way can the true economic outlay or income 
be ascertained. This is not the same case as that of the deprecia- 
tion of plant, which is a normal charge and should be provided 
for out of income; it is the case of current supplies being made 
“second-hand” by the process which adapts them to their 
purpose. 

185. Rent paid in advance is a valid asset, whether it would 
have any selling value on winding-up or not. It is the right to 
occupy the premises for a definit time, without further payment. 
It is the remainder of a contract of which the lessee has performed 
all and the lessor only a part. 

186. It frequently happens that the actual cash receipt or pay- 
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ment resulting from any economic source exactly coincides as to 
time with the consumption or accretion to which it corresponds. 
This coincidence must not make us lose sight of the fact that it is 
really the consumption or accretion of a right which we need to 
record in economic statements not the settlement of the claim in 
cash. 

187. This is particularly noticeable in those economic depart- 
ments where the value is measured in time-units (like interest 
and rent) rather than in volume-units (like coal or gas). 

188. Interest is usually payable in cash, semi-annually. It is 
earned, however, continuously, the day being the smallest unit 
recognized. We will take the case of a mortgage loan for $18,000 
at 5 per cent., due 3 years from May 1, interest payable semi- 
annually on the first of May and of November. The balancing 
period is also semi-annual, Jan. 1 to June 30, inclusiv, and July 
1 to Dec. 31, inclusiv. This is the only asset on January Ist, the 
loan being made as of that date. On May Ist, 4 months’ interest 
having accrued, $300 are collected on or soon after that day, and 
this is all during the half year. The bookkeeper who deals only 
with cash would make the economic entry— 

Cash/Interest $300 

A balance sheet of June 30 would then show this result 








$18,000 Proprietor 
300 


$18,300 } 





189. This result is incorrect; it shows that the proprietor on 
a 5 per cent. investment has received or benefited only at the rate 
of 3 I-3 per cent. 

190. In fact, the mortgage-loan is not now an asset of $18,000 
but of $18,150. The mortgage paper not only secures the pay- 
ment of $18,000 a few years from now but it secures just as firmly 
the right to interest at the rate of 5 per cent. per annum. The 
$150 is just as valid an asset as the $18,000. The objection will 
be made that the $150 is not due and may never be collected ; the 
reply is that the $18,000 is not due either and we might as well 
strike it out of our assets. 

191. Instead of the interest-entry given above the following 
would have been correct: 
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Interest Receivable/Interest [earnings] $450 
Cash/Mortgage 300 
FIGURE 31. 

BALANCE SHEET. 








} 
SEE ee $18,150 Pee rere ee $18,450 
Sica ackiadecen borate’ 300 
eRe i os 





This represents the facts correctly, but in practice it is pre- 
ferable to keep the mortgage account at par or principal, and 
make an adjunct account of the interest which has been earned. 
“Interest Receivable” will be a distinctiv title for this, which is 
really a portion of the mortgage debt, and the entries will be: 


Interest Receivable/Interest [earnings] $400 
Cash/Interest Receivable 300 
FIGURE 32. 


BALANCE SHEET. 











Mortgage [principal]... . .$18,000 PU cnc n ce acricsns $18,450 
Interest Receivable...... 150 
NN 9 '5's6 nad Nee eer au ko 300 

$18,450 $18,450 








Interest Receivable may be subdivided into Interest Accrued and 
Interest Due, as will be explained under assets, but that distinction 
is not now in question. 

193. In the following half-year the earnings will be $450 and 
the cash receipts $450, but this is merely coincidence; the $450 
cash is not collection of the $450 earned. It is the collection of 
$150 for May and June, and of a part, $300, of the July-December 
interest. 

194. On the cash-plan, the last half-year, in which the mort- 
gage falls due, would show an apparent earning of $450 instead 
of $300; an error equal and opposit to that of the first half-year. 

195. This question of Outlay and Income, as opposed to Re- 
ceipts and Payments, is one which frequently arises in practice. 
It has often been discust as to Municipal Accounting. Those 
who contend that there is no income until it is collected in cash 
seem to forget that this reasoning would prevent us from making 
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any record of sales except cash sales; also that one of the objects 
of public accountancy is to test what is received by what ought 
to be received. 

196. The cash receipt or payment is not the cause of the 
increase or decrease of proprietorship, but the effect, altho in 
point of time it may precede. The cause of the economic event is 
service given or received and it may just as well be embodied in 
any other asset, usually in a right, as in cash. It is therefore 
short-sighted to look upon the cash transaction as originating 
the entry. 

197. If a cash-statement is the only record extant of the 
transactions of a period, it may be, and should be, converted 
into an Outlay-and-Income account by adjustment. This ac- 
count, as derived from cash, is mixt, partly specific and partly 
economic. The adjustment consists in inserting such balances as 
are known to be specific, both at the beginning and at the end of 
the account. 

198. For example, the Interest account based on the transac- 
tions in Article 188, would be a mixt account, partly representing 
claims against persons for interest and partly representing the 
economic result or increase of proprietorship thru interest. Only 
by adjustment can we separate these. 


FIGURE 33. 
INTEREST. 








1 oe “oy Collected 
'| July-Dec. Collected 





as adjusted and ready for transfer to the proprietorship account. 


FIGURE 34. 
INTEREST. 











June 30 Net Income Jan.-June Collected... ...... 
June 30 Accrued 150 


July o Accrued July-Dec. Collected. ....... 
Dec. 31 Net Income....... ‘ EMG. 38 BOWE 62s ocess 





Jan. o Accrued 








The Philosophy of Accounts. 


199. The net income here appears, as it should, equal in the 
two periods. All that is printed in italics is adjustment. Having 
inserted at the beginning and end the ascertained balances the 
resultant is the economic result to which the proprietor is en- 
titled. By a coincidence, the result in cash and the economic re- 
sult in the second period appear the same; but as already ex- 
plained, they are equivalent, not co-extensiv. 

200. An economic account is, normally, one-sided. That is, 
it should represent either outlay or income, not both. Mixt ac- 
counts, such as an Interest account which represents on the one 
side Interest-Cost and on the other side Interest-Revenue, are 
not generally to be commended. The two sets of events had 
better be kept distinct unless they are in fact correlated. The 
“ off ” side of an economic account is better reserved for offsets, 
or corrections, of the normal side. A mixt account of this kind 
may sometimes require, in its adjustment a double balance, an 
asset being brought down to the debit and a liability to the credit. 

201. It would be desirable if the titles of accounts could 
indicate by their form whether they were primarily intended to 
be specific or economic. As any economic account may give a 
specific residue and almost any specific account may yield an 
economic resultant, it is not usual to make such distinction in 
titles. But it is sometimes very useful to do so, as for example in 
the Interest accounts. Interest Receivable, Interest Due, Interest 
Accrued, Interest Payable are assets or liabilities, from which the 
economic accounts Interest-Cost and Interest-Revenue should be 
clearly differentiated. 
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EDITORIAL. 
The Semi-Annual Meeting of the American Association. 





The reports of the standing committees of The American 
Association of Public Accountants, published in the proceedings 
of the semi-annual meeting in this number, are all worth careful 
attention. In particular the report of the Committee on Legis- 
lation, of which Mr. John A. Cooper of Illinois is Chairman, 
ought to be read by every public-spirited accountant. The report 
shows that the Committee has performed a great deal of valuable 
service to the profession of accountancy in an unobtrusive 
fashion. We feel that the disinterested labors of the Committee 
should be generally appreciated and publicly acknowledged. The 
outlook is encouraging. Colorado has joined the States with 
C. P. A. laws and several other Legislatures seem to require only 
a little more persuasion to win them over. 

One of the most important subjects before the Association is 
the question of eligibility to membership. It is intended that the 
Association shall be so broad and catholic as to include all the 
competent practicing accountants in the country. Yet in the 
different states different standards have been set up and it is 
found necessary to scrutinize these standards most carefully in 
order to prevent a lowering of the standard which the Association 
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has itself adopted. It was apparent at the meeting that this matter 
was being handled with great tact. It is hoped that before the 
end of another year the organizations of accountants in every 
State will be conducted on lines approved by the American - 
Association. 

The dinner given to the visiting accountants at the Hotel 
Astor was fully up to the New York State Society’s high stand- 
ard as host. The impromptu after-dinner speeches gave abundant 
evidence that the discussions of business details during the day 
had not drained any one’s energy or good humor. 


Dividends on Watered Stock. 


A decision of interest to accountants, and to investors and 
corporation managers as well, was rendered in April by Vice- 
Chancellor Bergen of the New Jersey Court of Chancery in the 
case of Goodnow vs. American Writing Paper Company. The 
plaintiff sought to restrain the corporation from declaring a 
dividend from its net profits on the ground that its capital stock 
was admittedly in excess of the real value of its assets. The 


Chancellor’s decision is in favor of the Company. He holds, in 
brief, that the admitted over-valuation of the assets is the prod- 
uct of an agreement among the stockholders, and therefore, since 
no fraud is charged and it is not shown that the tangible assets 
have been reduced, that the payment of a dividend from net 
earnings is not tantamount to a division of the corporation’s 
capital. 

The plaintiff charged that the capital stock of the corporation, 
which represents a combination of certain paper mills, exceeded 
the actual value of the combined assets by $11,000,000, and that 
the corporation was barred from paying dividends until the im- 
pairment of the capital caused by over-valuation had been sup- 
plied; in other words, that until such impairment had been made 
good, no real surplus or net profits could exist. According to the 
decision the over-valuation is the result of a contract binding be- 
tween the stockholders, and therefore, since no outside creditors 
are concerned, the distribution of the company’s net earnings 
among the shareholders is proper and legal. 

This decision suggests the interesting question: Are there 
any real evils connected with the over-capitalization of corpora- 
tions? In other words, is the “ watering” of stock a mere 
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matter of bookkeeping, a mere device for the discount of future 
prosperity, or does it open up to the promoters of a corporation 
an opportunity for the beguilement and deception of innocent 
investors? The Massachusetts statute takes the latter view, for 
it is stringent in its provisions that all issues of stocks and bonds 
shall be represented by a corresponding increase in the value of 
the assets. Under the New Jersey statute, however, in the light 
of this last decision, it would appear that the question of “ water ” 
is of little real consequence, an impairment of capital meaning, 
not a discrepancy between nominal and real values of the assets, 
but an actual loss of tangible assets. This is a subject concern- 
ing which THE JouRNAL would be glad to hear the opinions of 
accountants. What are the real evils connected with over- 
capitalization? Should over-capitalization be strictly forbidden 
by law? 

It is interesting to note in this connection that the balance 
sheet of the American Writing Paper Company estimates its 
good-will, trade marks, etc., in round numbers, at $18,000,000, 
whereas the value of its paper mills and real estate is put at only 
$16,694,000. The alleged “ water,” doubtless is contained in the 
good-will account. We note, by the way, that the Company swells 
its assets by the inclusion of $3,000,000 of Company bonds and 
stocks, the total authorized issues being entered among the 
liabilities. Another entry which some will criticise is that of 

70,250 in liabilities as “reserve for sinking fund,” the same 
sum being entered under assets as “sinking fund.” Under the 
liabilities it would seem that this reserve for sinking fund might 
more properly be included in the surplus. 


Trustees and Premiums. 


It will interest accountants to learn that the Court of Appeals 
of the State of New York has unequivocally re-affirmed the 
doctrine of amortization as applied to trusts. The opinion, 
written by Chief Judge Cullen (187 N. Y., p. 471) says that 
“where trust funds are invested by a testamentary trustee in 
bonds having a term of years to run and purchased at a premium, 
in the absence of clear direction in the will to the contrary, such 
a proportionate deduction should be made from the nominal 
interest as will, at the maturity of the bonds, make good the 


48 












Editorial. 





premiums paid and thus preserve the principal of the fund 
intact.” 

This is the principle for which our contributors, Messrs. 
George O. May, C. P. A., and Walter E. Hallett, C. P. A., have 
been contending in these columns during the past year, and it 
certainly is technically sound, whatever be the difficulty of con- 
vincing the courts of its correctness. We trust that this prin- 
ciple will become established in the courts of other states, as it 
doubtless will in time. 


























Corporation Securities. 


Under the above heading THE JouRNAL oF ACCOUNTANCY 
in future issues will discuss and pass judgment on the principal 
new flotations of stocks and bonds offered to the public. In- 
quiries from our subscribers as to the values of outstanding 
securities also will be answered. The department will be con- 
ducted by Mr. George E. Barrett, who has had much practical 
experience in this line of work and whose article on “ How to 
Investigate Securities” appears in this number. 

THE JouRNAL believes that in the interest of the investing 
public security values ought to be carefully analyzed and com- 
pared and the plain facts impartially set forth. No body of men 
is better fitted to undertake such a task than public accountants. 
The department of “ Corporation Securities” will set a high 
standard by which to judge securities and will point out in clear 
terms any deviations from that standard. 

THE JouRNAL believes in publicity of accounts. One way to 
secure that publicity is to insist on a complete statement of all 
the essential facts about any security which is offered as a con- 
servative investment, The new department should prove an im- 
portant factor in discouraging partial and misleading statements. 

It is hoped that the public accountants of the United States by 
their suggestions and criticisms will help to make the department 
both authoritative and influential. 


Reviews of Corporation Reports. 
Conducted by THOMAS WARNER MITCHELL, Ph. D. 


Corporate control is of three kinds, viz. : (1) the control exercised by the stock- 
holder, (2) the control exercised by the board, (3) the control exercised by the officer. 
The purpose of accounts and reports is to make control intelligent. Dothe report 
rendered to stockholders contain such information as will enable them to exercise in- 
telligent judgment with respect to the fidelity, efficiency and economy of corporate 
trustees and agents? This is the viewpoint of criticism and analysis appearing in this 
department of THE JOURNAL. 





Reports of the Great Northern. 


Certain financial papers have recently charged ex-President James J. 
Hill of the Great Northern with having managed his company for the 
benefit of its surplus account and for Wall Street purposes instead of 
using its surplus earnings to build up and improve the property. The 
view which the following analysis of that company’s reports seems to 
support is that this charge is in error. 

The Great Northern Railway System comprises 5,957 miles of main 
track and 1,428 miles of second, third, fourth, fifth and sixth tracks and 
side tracks all operated directly by the Great Northern Railway Company, 
besides 333 miles of main and 46 miles of side track operated independently 
in the Spokane Falls & Northern Ry. System. 

The part of primary importance in every railway report is the Income 
Account; all others serve principally as sources of information whereby to 
verify this part. Right here must arise a criticism of the form in which 
the Great Northern’s Income Account, or “Revenue Account,” as it is 
termed in the report, is presented. It should be said that three distinct 
partial income accounts are exhibited, none of them complete. There is 
one for the Great Northern “ Railway System” which does not include the 
operations of the Spokane Falls & Northern and three other small rail- 
ways; this shows merely gross earnings, operating expenses, taxes, and 
the average number of miles operated, with percentages and averages de- 
duced therefrom. Interest and other fixed charges are omitted. The sec- 
ond is a “ Revenue Account” of the Great Northern proper, portraying the 
operations of its leased lines, namely, the St. Paul, Minneapolis & Manitoba 
and the Eastern Railway of Minnesota; this shows the gross earnings, 
operating expenses, taxes, rentals (interest and guaranteed dividends of 
the lessor companies), other income and dividends of this part of the sys- 
tem, which constitutes the greater portion of the entire Great Northern 
system. The third income account shows the gross earnings, operating ex- 
penses, taxes and miscellaneous income of the Great Northern and each 
proprietary company of the system, including the Spokane Falls & North- 
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ern. The Balance Sheet, however, covers all the mileage of the system 
except that of the Spokane Falls & Northern; it corresponds, strictly 
speaking, to none of the income accounts given; it would correspond to 
the last described income account if from it the operations of the Spokane 
Falls & Northern were omitted. Such an income account, however, would 
contain no reference to the System’s interest and other fixed charges; most 
of these can be obtained from the Great Northern’s “ Revenue Account,” 
the second mentioned above, and the remaining interest charges can be 
obtained from a table showing the interest and dividends guaranteed by 
the Great Northern Railway Co. Consequently the surplus for the year as 
shown in the Income Account cannot be made to agree with the increase 
in the surplus as shown in the Balance Sheet. 

The Income Accounts of the last three years are presented in the fol- 
lowing table. Lack of space prevents the presentation of the data for 
earlier years, although this data will be drawn upon in the analysis: 





1906 1905 1904 





Gross*Earnings 

Operating Expenses 

Sf Sr ee 
Other ‘Income 

Gross Income 


$51,664,418 


25,998,272 
25,666,146 


1,279,590 


$43,924,095 
21,602,748 
22,321,347 
1,453,840 
23,775,187 


$40,447,339 
20,749,081 
19,698,253 
908,085 
20,606,338 


26,945,736 
6,956,356 
19,989,380 


6,805,096 
16,970,091 


6,528,753 


Fixed Charges 
14,077,585 


Net Income 
Credited to Improvement and 
Replacement Funds 
Dividends on Great Northern 
Stock 
Balance, Surplus 
Ave. no. miles of road operated in 
the Great Northern System 


5,130,910 2,000,000 


3,000,000 
8,896,423 


9,056,435 
3,181,162 


4,913,656 


9,296,549 
5,561,921 





5,622.78 


5,906.39 5723-32 











This table shows that the Great Northern has obtained its full share of 
the recent “enormous prosperity” which has overwhelmed the nation. 
Gross earnings have increased from $37,693,616 in 1902 to $51,664,418 in 
1906, and net earnings from $18,674,044 to $25,666,146, while the mileage 
operated in the Great Northern System proper (the mileage represented in 
the above operations less about 6.95 miles of main track owned by the 
Minneapolis Union and the Minneapolis Western) increased from 5,249.37 
miles to 5,906.39 miles in the same time. After paying 7 per cent. divi- 
dends on the Great Northern stock and appropriating from two to five 
millions of dollars for improvement and replacement purposes, the system 
has a formal surplus for the year of from $2,731,537 to $5,561,921. 

As we shall see later, the annual surpluses just stated do not corre- 
spond exactly with the increases in the “Profit and Loss” item of the 
balance sheets. The indicated surpluses are close enough to the true 
amounts for practical purposes, however. 
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A company’s Income Account states that its gross earnings, operating 
expenses, net earnings, and income from investments are each so much. 
The inquiring stockholder would like to test these statements, especially 
the operating expenses. The important elements of the latter are the 
expenditures for maintenance of way and of the various classes of equip- 
ment. To roughly test the sufficiency of these expenditures he must know 
the average expenditure per mile of road for maintenance of way, and such 
important details as the miles of new steel rails laid down to replace old 
ones taken up, the average number of new ties per mile laid down in 
place of worn out ties; the average cost per mile run, or per unit, of re- 
pairing and renewing locomotives, passenger and freight cars. Unfor- 
tunately, of these only the first, namely, the average expenditure per mile 
for maintaining the way, can be obtained; the company’s reports give no 
data from which the others can be ascertained. 

The average expenditure per mile for maintenance of way was $892, 
$960, $904, $973, and $1,093 respectively for the years 1902 to 1906 in order. 
These expenditures are about the same as those of the Northwestern, the 
St. Paul, and the Rock Island, and are considerably under those made by 
the Union Pacific and the Southern Pacific, the two large Harriman sys- 
tems. In recent years they show a decided tendency to increase, which is 
in harmony with the experience of all other railroads, and is due in part, 
probably, to the higher cost of steel rails, ties and labor. The allowance 
does not seem sufficient to keep up a first class railroad, even if it does 
correspond to the practice of the other Western railroads. 

Since the sufficiency of the other maintenance expenditures cannot be 
tested our next recourse will be to the Balance Sheet. Following is a 
comparative Balance Sheet compiled from the reports of three years: 


ASSETS—GREAT NORTHERN SYSTEM. 








1906 1905 | 1904 


Cost of Property and Equipm’t.. .$ 230,330,152) 224,558,665| 210,415,329 

Net Cost of Securities, etc 70,658,727| §7,003,769| 60,592,926 

Cost of C. B. & Q. Stock 109,113,910} 109,112,910} 109,104,910 

Materials and Supplies 4,031,298) 3,309,182! 2,691,470 
Current Assets: | 

Land Department 14,366) 6,969 67,247 
Railway Department: | 

Cash 13,683,809 4,849,771| 3,681,228 

Bills Receivable............. 3,793,664) 2,813,107) 2,700,665 

Due from Companies and Indi- 

SE nnnds6 60+ 050 nedees 3,143,198) 2,604,659 2,433,219 

Due from Governments. ..... 379,113! 299,182 290,225 

Due from Agents | 1,605,915 1,345,440 

Special Deposit to pay divi- 
2,067,174 








$) 437,414,046 406,224,129! 395,389,839 
| ' } 
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LIABILITIES—GREAT NORTHERN SYSTEM. 





1906 | 


| 





1905 





1904 





Gt. Northern Stock outstanding ..$ 
St. P. M. & M. - 
WU TREE obs cic iis Sines anns 
ee, EE ates sds accep eee eee 
St. P. M. & M. Ry. Bonds Red. by 
| PPP 
CuRRENT LIABILITIES: 
Bills and Accts. Payable...... 
Vouchers and Payrolls...... 
Interest Coupona............ 
Dividends Unpaid .......... 
Land Department........... 
DEFERRED LIABILITIES: 
PDOTUEDG TOROB. 0.65 oe ck css 
Accrued Interest............ 
Rentals, leased lines, less ac- 
crued dividends on stock 
owned by Great Northern. . 
CONTINGENT LIABILITIES: 
Additions and Improvements 
to St. P. M. & M. line made 
by Great No. Ry........... 
Surplus funds of Prop. Cos. 
deposited with Great No. Ry 
Betterment and Replacement 
I fest k. avncstae beg: dlr aha hes 
Inewramece Pumds. ....6 06.6005 
PROFIT AND Loss: 
St. P. M. & M. Ry. Co....... 
Great No. Ry. Co. and Pro- 
| eee 





149,546,050| 
347,000) 
207,840,539) 


I 1,925,400) 


11,611,716 
9,172,479 


11,139,483 
441,743 


2,032,104 


25,571,454 


124,365,625 
359,500 
215,055,539 
295374 
11,399,400 
1,030,000 
3,043,015 
1,653,090 
536,060 
6,968 
721,940 
475317 


308,875 


8,825,424 
8,015,650 


7,069,453 
389,330 


2,037,211 


20,730,358 





124,129,250 
448,600 
211,542,055 
58,748 
10,656,400 


6,400,000 
2,546,548 
1,549,110 
2,067,174 

67,242 


658,474 
475317 


319,381 


7:7°7:452 
5,362,667 


3,543,753 
335,098 


2,034,949 


15,915,621 








| 





437,414,946 








406,224,129 





395,389,839 








from year to year are of the most 


debt seems to be in very good condition. 
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A railroad balance sheet in itself is of little value; the changes in it 


Before taking up these 
changes, however, one other matter may be looked into, namely, the re- 
lation between the floating debt and the sources of funds, namely, the 
“current assets,” with which they are to be paid. Counting the “current” 
and “deferred” liabilities together the gross floating debt appears to be 
$7,786,787. This is small compared with the floating debt of many rail- 
roads similarly situated. Among the “current assets,” the cash alone is 
almost sufficient to pay the debt twice over; the large cash item of 1906, 
namely, $13,683,800, is exceptional, however, being an increase of $8,834,- 
038 over the preceding year, and probably represents a prospective capital 
expenditure. The remaining current assets amount to $9,582,684 and are 
well distributed among Bills Receivable, which are a fairly steady item, 
accounts due from shippers, and amounts due from agents. The floating 
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One item among the liabilities may give rise to a question, namely, 
“St. P., M. & M. Ry. Bonds redeemed through the Sinking Fund,” which 
in 1906 amounted to $11,925,400. Why are bonds which have been re- 
deemed still retained among the liabilities? Probably it is because these 
bonds are to be “ kept alive” in the sinking fund until the entire issue shall 
have been redeemed. Another point is that of the “ contingent liabilities,” 
which, it will be observed, consist of reserves for betterments, replace- 
ments, insurance, of the surpluses of the proprietary companies, and ad- 
ditions and improvements made to the main stem of the system, namely, 
the St. Paul, Minneapolis & Manitoba. These are constantly growing 
larger. Apparently when betterments and improvements are made and 
additions constructed, the cost is not charged against these reserve ac- 
counts, but directly against the cost of property account. Thus these re- 
serve accounts come to represent another surplus in addition to that rep- 
resented in the Profit and Loss Account, which is embodied in the capital 
assets; its unavailability for the payment of cash dividends is indicated by 
its separation from the regular surplus or Profit and Loss Account. The 
writer believes that this is the preferable way of treating true betterment 
expenditures; assuming at the outset that the Income Account contains 
sufficient allowances for purely maintenance purposes, this method does 
not conceal the true earning power of the system as is often done where 
betterment expenditures are charged to maintenance. 

Now let us pass to the changes in the Balance Sheet. In the table on 
the preceding page, as explained in former articles, increases in assets and 
decreases in liabilities are grouped together as representing the purposes 
for which expenditures have been made, while in the table on the follow- 
ing page decreases in assets and increases in liabilities are similarly 
grouped as representing the sources of the funds thus expended. 

Taking up the changes from 1902 to 1903, the principal purposes for 
which expenditures have been made are indicated in the increase in cost 
of property, of securities owned, and in cash—altogether $16,017,472. The 
other schedule shows that the chief sources of the funds were the sale of 
$6,450,000 of “ Bills Payable” and the increases in the various surplus ac- 
counts, namely, “ Additions and Improvements to the St. P., M. & M. line.” 
“Surplus funds of proprietary companies deposited with the Great North- 
ern,” “ Betterment and Replacement Funds,” and the formal “ Profit and 
Loss ” accounts—altogether $15,641,493. Of the surpluses, more later. No 
information concerning the “ Bills Payable” is offered except in later re- 
ports, wherein attention is called merely to the fact that they are rapidly 
being paid off. Of the total increase in cost of property, namely, $5,633,897, 
the report ascribes $3,762,880 to construction expenditures on leased and 
proprietary roads, while $1,861,653 has been spent in improving the prop- 
erty of the St. P., M. & M. Ry. Co.; this leaves only $9,364 unaccounted 
for, and this is due to the purchase of additional equipment. The report 
states that during the year, there was expended for equipment $3,823,914, 
of which $3,702,901 was charged to “ Equipment Account”; the writer can 
find no trace of this charge unless it is included in the construction ex- 
penditures item just mentioned or in the next item, “ cost of securities,” as 
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Corporation Reports. 


representing equipment purchased for the subsidiary companies. This item, 
which has increased $9,367,374, includes advances for construction purposes 
to three companies, the Dakota & Great Northern, the Montana & Great 
Northern, and the Washington & Great Northern, whose capital stock will 
later be turned over to the Great Northern Ry. Co. 

Passing to the changes of 1903-4, the principal expenditures have again 
been upon property and securities—together, $14,556,002. Of the $3,798,- 
669 increase in cost of property, $2,366,354 again represents expenditures 
on the capital accounts of proprietary companies, and of the remainder 
$1,432,253, or all but $62, again represents improvements on the line of the 
St. P., M. & M. The increase in “cost of securities” again seems to rep- 
resent advances to the three subsidiary companies named in the preceding 
paragraph. The chief sources of these funds have been again the surplus 
accounts, which have supplied $6,753,437, and an increase of $6,761,600 in 
the funded debt; the latter consists mainly of an issue of £1,500,000 of 5 per 
cent. notes secured by a deposit of £2,000,000 of St. P., M. & M. bonds. 
The cash account has also been depleted to the extent of $1,354,856. Some 
readers will notice the item of “ Special deposit for dividends,” $2,067,174, 
and its exact offset “ Dividends unpaid.” These represent the dividends 
declared on stock held by the Northern Securities Co., but which the Great 
Northern was restrained by order of the Court from paying. 

During the year 1904-5, the chief objects of expenditure are again rep- 
resented in “ Cost of Property,” which, alone, increased $14,143,336, in the 
increase in cash and the payment of $5,370,000 of the “ Bills Payable ”— 
altogether $20,681,879. The increase in “cost of property” consists partly 
in another $1,117,972 expended by the Great Northern in improving its 
chief leased line, that of the St. P., M. & M. Ry. Co.; partly in the cost 
of the lines of the Dakota & Great Northern and the Montana and Great 
Northern, namely, $5,325,685, which have been completed and their cost 
transferred from the item of “cost of securities” to that of “cost of 
property ”; in an additional $6,910,873 expended upon the St. P., M. & M. 
line; and in $788,806 expended on the capital accounts of the proprietary 
companies. The sources of these funds have been: (1) the decrease in 
“Cost of Securities” caused by the transfer of the cost of the Montana & 
Great Northern and Dakota & Great Northern lines to “Cost of prop- 
erty”; (2) the surplus accounts again to the extent of $12,113,654; (3) an 
increase of $4,113,484 in the funded debt. The last named item consists of 
an issue of £1,000,000 of St. P., M. & M. “ Pacific Extension Bonds.” 
Together these account for $19,816,295 of the total. 

During the last year under review the remaining “ Bills Payable” were 
canceled, the funded debt was decreased $7,815,000, cash was increased 
$8,834,038, while the “cost of property” rose $5,771,487, and the “cost of 
securities” $13,654,958—altogether, $37,105,483. The reduction in the 
funded debt was accomplished partly through the operations of the sink- 
ing fund, but mostly through the redemption of the £1,500,000 of collateral 
notes mentioned above. The increased “cost of property” represents the 
customary expenditures by the Great Northern upon improvements of its 
leased and proprietary lines of $2,786,292 and $2,985,195 respectively. The 
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large increase in “cost of securities” is not fully explained; it probably 
consists largely of the sum $8,988,961 which was advanced by the Great 
Northern to other companies for construction purposes, as stated in the 
report, and in the outlay of $3,423,459 for new equipment. Of the funds 
thus expended, the surplus accounts again provided $12,849,131, while the 
sale of newly authorized stock furnished $25,180,425 more. 

From the analysis given above it will be observed that the Great 
Northern has been carrying on very extensive construction operations. 
During four years the cost of property and securities have increased 
$59,807,807. Of the funds thus used we may say that approximately 
$37,000,000 represent surplus earnings of the Great Northern and its 
constituents. This recalls the criticism against Mr. Hill’s management of 
his company’s surplus, alluded to above. If the above analysis shows any- 
thing it shows, indeed, that the Great Northern has not concealed its real 
earnings by charging the cost of true betterments to operating expenses, 
but that these surpluses have been put nowhere but back into the property. 
The only basis for these criticisms is the possible contention that the stated 
allowances for maintenance were in reality not sufficient, and that the 
stated increases in the surplus accounts (Profit and Loss, Betterment 
Funds) were larger than the real increases. As we have seen, excepting 
the average expenditure per mile of road operated for maintaining the way, 
the data necessary to test the sufficiency of the maintenance allowances 
was not forthcoming from the reports; in the one exception the expendi- 
ture seemed undersized, although as great as that on a number of other 
Western systems. 

Let us conclude the investigation with the usual table showing the 
growth of earnings and expenses per mile of road. It is as follows: 





Tons of 
Revenue |Passengers 
Freight carried Gross | Operating} Oper- Net 
carried | 1 mile per} Earnings | Expenses | ating | Earnings 
1 mile per| mile of | per mile Ratio | per mile 
mile of road. $ $ % 
road. 





1902 607,333 54,544 6,864 : 49-4 3.475 
1903 656,995 58,901 7,429 49.2 3,772 
1904 596,093 57,931 7,124 51.4 3,461 
1905 728,626 58,606 7,605 49-3 3,859 
1906 835,287 68,073 8,681 50.4 4,304 























It appears again that the Great Northern has obtained its share of the 
growth of business, as is evidenced by the increase in the density of the 
passenger and freight traffic. With the exception of the year 1904, in which 
the system’s traffic also fell off, the gross earnings per mile of road 
operated have shown a decided upward movement, having increased over 
26 per cent. during the five years. The operating ratio has remained about 
the same, varying from a minimum of 49.2 per cent. to a maximum of 51.4 
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per cent. of the gross earnings. This operating ratio, by the way, is very 
low, even lower than that of the Union Pacific system. Because of the 
comparative constancy of this ratio, the net earnings obtain their full pro- 
portionate benefit of the growth of business, and show a decided tendency 
toward increased strength. 

In conclusion, several important defects of the company’s reports have 
been pointed out. These were the incompleteness of the Income Account 
and the absence of a detailed statement of operating expenses, which pre- 
vent the investigator from testing the maintenance allowances. Other 
than on these points the reports contain a great deal of valuable informa- 
tion. Finally current criticism of the company’s management of its sur- 
plus have been shown to be, for the most part, without substantial 
foundation. Surplus funds have been put back into property. 





Pennsylvania. 


The Annual Meeting of the Pennsylvania Institute of Certified Public 
Accountants was held in the apartments of the City Club of Philadelphia 
on the 15th of April. 

There were present, active members, Messrs. Adam A. Ross, Jr., 
President, John F. Steenson, Alfred L. Sellers, R. H. Montgomery, 
William M. Lybrand, J. E. Sterrett, Herbert G. Stockwell, Edward C. 
Spaulding, Charles Lewer, Walter A. Staub, and W. E. Montelius. 
and non-resident members, George Wilkinson and A. L. Dickinson. 

There were admitted to active membership in the Institute, Richard L. 
Heverle, Edward P. Moxey, Jr., E. Elmer Staub, C. C. Carson, and 
John R. Lynn. 

The following officers were re-elected for the ensuing year: 


President, Adam A. Ross, Jr. 
Vice-President, Lawrence E. Brown. 
Secretary, William W. Rorer. 
Treasurer, Charles Lewer. 

Auditor, John F. Steenson. 


The Council comprises Messrs. W. E. Montelius, Edward P. Moxey, 
James W. Fernley, Edward C. Spaulding, and Herbert G. Stockwell. 

Preceding the meeting, supper was served at the Club House, there 
being present Mr. John Alexander Cooper and Mr. J. Porter Joplin, 
visiting certified public accountants of Chicago. 

Herbert G. Stockwell, C. P. A., read a paper on “ Accountants’ Certifi- 
cates,” after which a general discussion followed. 

Walter A. Staub, C. P. A., also read a paper on “ Deferred Charges to 
Operating” at a meeting held March 18th. 
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Current Magazine Articles. 
Conducted by Georce E. BARRETT, LL. B., B.C. S. 


The periodical literature of business is enormous in volume, but not impressive in 
quality. Too much of it is mere gossip or disguised advertising or superficial re- 
hash of what sensible business men already know: But among the chaff there are 
always a few grains of wheat which ought not to be allowed to go to waste. It is 
the purpose of this department to pick out and summarize some of the articles that 
are worth attention. As no one man could possibly cover the whole field, the editor 
will be grateful to anyone who will take the trouble to call his attention to articles 
that have been found useful. 


Comparing the characteristics of the various classes of magazines we 
find that there is an important class of current periodicals representing the 
trades and technical employments. The organ of a trade generally reaches 
most of the firms engaged therein and its market is usually confined thereto. 
Often the business or trade has different branches or local centers and then 
there are usually separate publications to represent each branch. 

As a rule their articles are on subjects connected with the detail of their 
trade and of the market outlook. Then follow the gossip and news of the 
trade. The striking characteristic of trade journals is that they carry great 
quantities of advertisements of the supplies and products of their respec- 
tive trade and in this probably lies their chief value. 

A careful reading of trade journals will show but few publications 
which present articles treating of the broader problems of business. Ac- 
counting and business organization are totally neglected. Though the 
journals are of some use still it would seem that they make no effort to 
give the valuable business education which ought to be given through mag- 
azine articles. 

The financial world is notably represented by periodical literature. Bank- 
ing circles have their own publications and some issues give the constantly 
changing financial condition of most of the large railroads and industrial 
corporations. But there are few magazines representing the interests of 
the investing public. There are publications catering to the investor in 
mining shares but it would seem that the only explanation for the lack 
of a first class magazine catering to the legitimate private investors lies 
in the difficulty of getting capable and reliable articles and reports on in- 
vestments. ' 

The greatest opportunities for development of the magazine literature 
of business seem to lie in the education of their readers in scientific busi- 
ness methods and in the art of investing surplus capital. 


Company Management in Germany. 


The April issue of the Accountant gives an interesting description of 
German methods. “Instead of one board of directors, a German company 
has two, namely, the Executive Board and the Supervision Board.” The 
first corresponds to our board of directors, while the Supervision Board 
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examines the accounts, watches proceedings and reports to shareholders. 
“It is constituted of persons who are wholly independent of the company 
and are, therefore, able to take an entirely disinterested and impartial view 
of its affairs nor have they control over its management.” It is suggested 
that the efficiency of the board, however, may not be greater than the Eng- 
lish system and perhaps this peculiar form of audit is rendered necessary 
in Germany “by the obscure position there occupied by professional 
accountants.” 


A System of Coal-Mine Accounting. 


In the March issue of the Engineering and Mining Journal valuable 
suggestions are made on this subject. The importance of a careful check 
on employees as well as upon supplies going into the mines is emphasized. 

The following system for checking employment of labor and its dis- 
tribution into the various mining accounts has been very successfully 
operated. 

DISTRIBUTION OF MINE ACCOUNTS. 
Mining. 
Miners’ car price. 
Laborers in breasts. 
Timber in breasts. 
Sharpening tools. 
Transportation. 
Drivers, pushers, riders. 
Motormen and hoistmen. 
Miscellaneous. 
Stable expense of all kinds. 
Power station wagons. 
Fuel. 
Lubricants and waste. 


Deadwork. 
10 A Labor driving gangways, airways and timber for same. 
10 B_ Labor maintaining gangways, airways and timber for same. 
10 c Laying new track, ties, making frogs, switches and any extra 
work outside of maintenance. 


Preparing and Shipping. 

Labor engaged in handling coal and refuse at tipple. 
Washing coal. 

Maintenance of Equipment. 
Car repairs labor. 
Car repairs material. 
Repairs to steam plant, boilers, etc. 
Repairs to electric plant. 
Repairs to general machinery. 


Maintenance of Way and Buildings. 
Track repairs, labor and material. 
Building repairs, labor and material. 
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General Expense. 


18 Salaries of officers and clerks. 

19 Salaries in general office. 

20 Miscellaneous office expenses. 

21 Insurance and taxes. 

22 Miscellaneous. 

The above constitute the general operation and expense for cost of 
producing coal. 

Development and Plant. 

23 Development. 

24 New machinery and cars. 

25 New buildings. o 

Notre:—A charge of 5 cents per ton for plant account and 2% cents 
per ton for development account is made each month and included in mis- 
cellaneous under general expense. This is a fixed charge and will con- 
tinue until those accounts are closed. 

Daily Time Sheet. The sheet is ruled with 100 lines and divided into 
5 parts, 100 numbers in each part, making 499 numbers which represent 
409 employees. “The method employed is to have each employee go to 
the check office when he reports for work, ask for and receive his check, 
a % inch cut washer, with his number upon it; the time is put on the sheet 
when the check is given out. When the check is returned, the time is 
again put down and the kind of work upon which he was employed for that 
day. The following day the clerk works up the hours employed and the 
amount due, together with the distribution number of the work at which 
the man was employed. When completed he takes off of the sheet and tabu- 
lates the amount in dollars and cents after each distribution, totaling the 
whole, adds to it the number of tons of coal extracted, and such other 
information as the manager, engineer or superintendent may desire, from 
which the manager can tell exactly in dollars and cents the cost of labor 
per ton for that day. 

“The time sheet then goes to the office, the payroll clerk enters the time 
on his payroll sheet, the five small lines for each number representing 
different distribution that the employee may be engaged upon. Hence the 
payroll sheet is a daily time book of the employee no matter on what work 
engaged. At the end of the month the total time for each distribution is 
carried out on its proper line and column and the payroll must balance 
for the various distributions and a perfect system is then had of the cost 
of operation for all labor for the month. 

“The method used for supplies is to use a blotter for each month in 
the store-room. Pages are headed by the various accounts to which sup- 
plies may be charged out. On a requisition from the superintendent to the 
storekeeper, is the number of the account to which the supplies or stores 
must be charged. The supply clerk then puts on the blotter, the requisi- 
tion number, and the goods delivered under the head of the distribution 
number to which the account goes. At the end of the month this is added 
and charged up by a voucher, crediting supplies and debiting the various 
mine accounts.” 
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Legal Department. 
Conducted by ALEXANDER MCCLINCHIE, LL.B. 


The purpose of this department is to present from month to month short, critical 
summaries of recent decisions, which affect accountants, and to furnish accurate infor- 
mation on legal questions. Inquiries from our readers will be welcome and will re- 
ceive prompt attention. 


QUESTIONS AND ANSWERS. 

A and B are partners in a mercantile business. They fail and B having 
no individual property, the creditors bring an action against A and obtain 
satisfaction from the property owned by A. B afterward comes into the 
possession of property. Can A compel B to pay his proportionate share 
of the joint debts? 

Ans.—A has a claim against B for B’s proportionate share of the debts 
of the firm and can enforce his claim provided the statute of limitations 
has not run out against the claim. 

What is meant by the term “waiving valuation or appraisement laws” 
in notes? 

Ans.—The term “waiving valuation or appraisement laws” means that 


the party making the waiver relinquishes all rights of exemption afforded 
by the statutes in an action on the notes against him. 


Is the loose-leaf system admissible in evidence in the courts? 

Ans.—Yes. There are no decisions of any of the higher courts upon 
this point, but from other cases decided, it is evident that they are ad- 
missible as evidence, to the same extent as bound books of account. It is 
not the form of the books, but rather the manner of keeping the accounts 
and their purpose that is the important consideration. Account books with 
some of the pages missing, other pages fastened with pins and tied to- 
gether with thread have been admitted in evidence. It is very doubtful 
that the question of the admissibility of loose-leaf books in evidence will 
ever be raised in any of the higher courts. 


DECISIONS OF INTEREST TO ACCOUNTANTS. 


Agency. The plaintiff who was a married woman was building on her 
own land, and her husband acted as her agent. A roofing company, the 
defendant, wrote to the husband that it desired to introduce its roof in 
“your town” and made an offer to put on “your roof.” The husband replied 
accepting the offer in his own name to put on “my roof.” The roofing 
company gave to the husband a guarantee of “your roof.” The guarantee 
was broken and the wife sued to recover damages. Held, that she may 
maintain the action and recover damages. Assott vs. THE ATLANTIC 
ReFininc Co., 4 Ont. L. REP. 701. 

The defense was that the use of the expressions “my roof” and “your 
roof” represented the husband as owner and that the wife was an undis- 
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closed principal and therefore excluded from the right to sue. HuMBLe 
vs. Hunter 12 Q. B. 310. The Court distinguished the two cases holding 
that the term “your town” showed that the expression “your roof” was 
not intended to refer to a roof owned exclusively by the husband. This 
decision shows how a Judge can draw a very fine distinction to obtain jus- 
tice in a particular case without overruling the former decision. 





Defendant guaranteed the payment of a note at maturity. The payer 
failed to bring suit and the statute of limitations ran in favor of the maker. 
The payee brought this action against the guarantor. Held, that the 
guarantor was liable although the action against the principal was barred 
by the statute of limitations. Srapury vs. Siprey, 66 N. E. Rep., 603. 

A guarantor of a note is not entitled to notice of non-payment even 
though he can show that he has sustained losses which would not have 
occurred if the notice had been given him, but there is no unanimity 
among the authorities upon this point, some holding that reasonable notice 
of non-payment should be given. The weight of authority maintains that 
the guarantor cannot set up lack of notice as a defense. Yet it would seem 
but just that a guarantor should be allowed to set up any good defense 
available to the principal. 





Action on a promissory note executed by the defendant, one Hine, pay- 
able to the V. Coal Company, a corporation and given without consider- 
ation. The Peoples Savings Bank discounted the note at the time of its 
execution. The cashier of the bank was president of the V. Coal Company 
and knew the infirmities of the note. The defense in this action is that the 
knowledge of the cashier was the knowledge of the bank. Held, that the 
knowledge of the cashier, who was acting in a dual capacity, was not the 
knowledge of the bank. Propres Savincs Bank vs. Hine, 91 N. W. 
REP. 130. 

This decision is justified by the interest which the cashier had in the 
corporation, otherwise the knowledge of the cashier would be held as the 
knowledge of the bank, thus preventing recovery on the note. 





In Powers-Taytor Druc Co. vs. FALCONER ET AL., 44 S. E. Rep. 204, 
an insolvent debtor with intent to prefer certain of his creditors sold his 
property to a third party who was cognizant of the facts. The proceeds of 
the sale were paid to the preferred creditors. Held, that such a sale was 
not fraudulent in fact. An intent to prefer is insufficient to establish a 
fraudulent transfer. 

There is a distinction between a debtor in failing circumstances, and 
an intent to hinder, delay, and defraud his creditors. If the intent is to 
defraud, a valuable consideration will not save the transfer. Without 
clear proof of fraud the sale is valid. The burden of proof rests upon 
the creditors impeaching the preference. 
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The Semi-Annual Meeting of the American 
Association. 


MEETING OF THE BOARD OF TRUSTEES OF THE 
AMERICAN ASSOCIATION OF PUBLIC 
ACCOUNTANTS 


held at the Hotel Astor on Tuesday, April 16, 1907. 


The meeting was called to order by the Chairman, President Elijah 
Watt Sells, at 10.30 a. m., when the following members answered to the 
roll call: 

Elijah Watt Sells, President; Thos. Cullen Roberts, Secretary; Guy H. 
Kennedy, Treasurer; Charles L. Hehl, Maryland; Thos. S. Spurr, Massa- 
chusetts; Frank G. Du Bois, New Jersey; Thos. P. Ryan, New York; 
J. S. M. Goodloe, Ohio; Edward S. Elliott, Tennessee; John R. Loomis, 
New York; Harvey S. Chase, Massachusetts; Franklin Allen, member-at- 
large; R. H. Montgomery, Pennsylvania; Elmer B. Yale, New Jersey; 
Frank Broaker, New York; and J. A. Cooper, Illinois. 

On motion of Mr. Goodloe, duly seconded, it was resolved that the 
reading of the minutes be dispensed with as they had been printed in THe 
JourNAL oF ACCOUNTANCY, and it was further resolved that they be 
approved as printed. 

Treasurer Kennedy’s report, which had been submitted to the Execu- 
tive Committee and ordered placed on file, was as follows: 


Gentlemen: As Treasurer of The American Association of Public 
Accountants, I beg to submit herewith statement of Receipts and Disburse- 
ments from October 1, 1906, to April 15, 1907: 


RECEIPTS. 
Oct. 1, 1906 Credit Balance Trust Co. of Am- 


iad chk eh tae tamnde wa nene $367.03 
‘1, 1906 Credit Balance sth Nat'l Bk.,Cinti., 1,525.33 $1,892.36 


Collection of Old Accounts......... $122.95 
eres err rer rr es 25.00 
ee ay isbn ch nab aro le Wives hn a 2,052.08 
ERTS Cone Serre eee Tree 3-44 
Banquet Tickets (since Oct. rst).... 365.00 
i igse a age 64, dbiion ain Rech a hain» 36.25 2,604.72 





$4,497.08 
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DISBURSEMENTS. 
i ee 2 crs meuale wae 





*Secretary’s Salary. .............. 525.00 
cane | and Prmting........... 377-63 
Postage, oe h, Telephone, etc. 351.05 
cs Pee 10.00 
— Schedules of Uniform Re- 
RTGES ou 5 cece bese escsscnocwcncs 80.50 
Benguet —Colssibas eee 416.80 
PE DREE » sic sv scasesecnse 50.00 
To Secretary for Petty Cash....... §0.00 2,779.79 
0 Ey re rere $1,717.29 
Apr. 15,1907 Credit Balance Trust Co. of Am- 
Pes a<0is Cad ecbeadebs teens $790.68 
“15,1907 Credit Balance 5th Nat’l Bk.,Cinti., 926.61 


$1,717.29 
Respectfully submitted, 
(Signed) Guy H. Kennepy, 
Treasurer. 
* Including $150 to Mr. Nasmyth. 


In answer to a question the Treasurer stated that the matter of delin- 
quent members came up before the Executive Committee the day before, 
and that a resolution was passed giving instructions that they be given one 
more notice before they were dropped. 

On motion, duly seconded, it was resolved that the Treasurer’s report 
be received as read and placed on file. 

The Executive Committee of the Association appointed by the Board 
of Trustees at their meeting at Columbus on October 24, 1906, presented 
the following report: 

The Committee have held six meetings, at each of which a quorum 
was present and business was transacted. 


ELECTIONS, QUALIFICATIONS AND EXAMINATIONS. 


The various matters which had been left over from the previous Com- 
mittee were referred to the present Committee, viz.: the cases of Mr. T. F. 
Ogilvie of Mexico, Mr. A. L. Degn of Philadelphia, and the Associated 
C. P. A’s. of California. 

New applications for membership have been received from Mr. John 
Doherty, New York City; Mr. John T. Swannick, Monessen, Pa.; Mr. 
Shepard Rareshide, New York City; Mr. Raymond C. Brown, New York 
City; Mr. Preston Brearly, Jr., Philadelphia; and Dr. F. A. Cleveland, 
New York City, and applications for transfers from Associates to Fellows 
from Mr. William H. Jasper, C. P. A., New York, and Mr. Percy Reginald 
Herington, C. P. A., New York. 

The Certified Public Accountants of Louisiana, with twenty-one mem- 
bers, by resolution of February 19, 1907, applied for admission as members 
of the Association. Their officers are as follows: President, Emile 
Bienvenue; Vice-President, Robert S. Lloyd; Secretary, Alexander A. 
Hart; Treasurer, S. Senton. 
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Notice had been received from the following societies, of admissions 
to membership since the meeting in October, 1906: 


Harold Bennington 
Herman J. Dirks 


} Fellows, Illinois Society of C. P. A.’s. 


Chauncey B. Allen 
Andrew Stewart 
Walter O. Wright 
Edward L. Parker 
Henry A. Piper | Fellows, Incorporated Public Accountants of 
Richard W. Wright Massachusetts. 

Gerald Wyman 
Horace H. Sawyer 
Morton E. Setchell 
G. Duthrie Strachan 


Arthur T. Byrnes 

emo by =e d | Associates, Incorporated Public Accountants 
—_ 7 ae of Massachusetts. 

George L. Bishop 

Arthur L. Bowker 





Benjamin A. McSheehy 

William T. Sawyer Fellows, Society of C. P. A.’s, State of New 
Wm. H. Beidelman Jersey. 

John Flint 


Elial T. Foote Associate, Society of C. P. A.’s, State of New 
Jersey. 

T. A. Andrews | 

Harry L. Haish Members, Tennessee Society of Public Ac- 

A. A. Parsons J} countants. 


Correspondence has been had with the Rhode Island State Society of 
C. P. A.’s and the Florida Society of C. P. A.’s relative to membership. 
The Committee have been informed that the State of Utah has just 
granted a C. P. A. law. 
BY-LAWS. 


Interesting suggestions have been received from Mr. Alfred G. Platt, 
of San Francisco, and others, relative to amendments in the By-Laws. 


JOURNAL. 


At the first meeting on October 24th a resolution was passed, by which 
the Association was authorized to vote the 840 shares of stock held by it 
in the Accountancy Publishing Company, and at the same time the ques- 
tion as to the liability of the Association holding the stock was discussed 
and counsel’s opinion was ordered to be taken thereon. 

At the second meeting on November 22, 1906, the President reported 
the voting of this stock at the annual meeting of the stockholders at 
which Messrs. John R. Loomis and Guy H. Kennedy were elected by the 
common stockholders as directors for the next three years. Subsequently, 
at the meeting on February 28, 1907, the President reported that counsel’s 
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opinion was that if the stock held by the Association was held for property 
or some valuable consideration there was no obligation incurred by the 
Association holding it, and it is the opinion of this Committee that the 
stock is so held. 

The Illinois Society of C. P. A.’s in the month of December, 1906, drew 
the attention of the Executive Committee to a certain advertisement in 
Tue JourNnaL or AccounTANCY which in their opinion was undesirable, 
said advertisement referring to an organization which specifically under- 
took to “furnish Incorporated Accountants to those who desired their 
services on the one hand, and to obtain work for Incorporated Account- 
ants on the other.” This matter was not only referred to the Committee 
on JourRNAL, but a copy of the letter was sent to each State Society with a 
request that each Society give close attention to any infringement or 
apparent infringement of the C. P. A. Act. 


















MEETINGS, LECTURES, LIBRARY AND BULLETINS. 





This Committee had prepared a report to be submitted to the Board of 
Trustees, which is printed under its distinctive heading. 







LEGISLATION. 





Matters of considerable interest have been referred from and to the 
Executive Committee by the Committee on Legislation: in particular the 
“Colorado Accountancy Bill” was passed March 26, 1907. 

Applications were made from Kansas City in January, 1907, for copies 
of the State Board Bill and the University Bill as the Kansas Legislature 
was in session and it was stated would consider favorably a C. P. A. Bill. 

The Executive Committee received notification of progress as to 
accountancy in Minnesota, Wisconsin, Missouri and Tennessee. 

A bill was introduced into the Texas State Legislature permitting the 
incorporation of auditing companies, and the suggestion was made to the 
Executive Committee by the Chairman of the Legislative Committee that 
consideration of this measure should be taken up by headquarters instead 
of by the Legislative Committee. The Executive Committee, however, 
referred this back to the Legislative Committee with suggestions. 

There is pending before the New York Legislature a bill requiring 
Certified Public Accountants not to disclose communications. A copy of 
this was furnished to the Legislative Committee. 























ANNUAL MEETING, 1907. 


The report of this Committee, as presented to the Board of Trustees, 
is reported separately, under its distinctive heading. 







INSURANCE, 


The only matter which came before the Executive Committee was an 
application by Messrs. Hart & Bienvenue, of New Orleans, relative to 
certain schedules which had been recommended to the National Association 
of State Insurance Commissioners. This was referred to the Insurance 
Committee. 
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The report of Mr. Robert H. Montgomery, chairman of this Committee, 
is as follows, under date March 19, 1907: 

The Committee, since its appointment in October last, has held no 
regular meeting, but has been ready at all times to take up any special 
work which might be assigned to it. As chairman of the Committee, I 
consider the scope of its work too broad to attempt to follow it personally 
and I have therefore assumed that the Secretary’s office, having kept in 
touch with all new legislation in the various states, would have referred 
to us any specific matters coming under the jurisdiction of this Committee. 
As no such reference has been made, I infer that nothing of importance 
along insurance lines has transpired during the last six months. 


INTERSTATE COMMERCE COMMISSION. 


Some changes have been made in this Committee. It now consists of 
Mr. J. S. M. Goodloe (Chairman), Mr. J. R. Loomis, and Mr. Hamilton 
S. Corwin. 

REVIEW OF APPROPRIATIONS—BUDGET. 

A report of this Committee is presented herewith. Budget No. 1 was 
approved by twenty-three members of the Board of Trustees, and four had 
not been heard from. 

PROFESSIONAL ETHICS. 

Some matters of interest have been submitted to this Committee for 

its confidential consideration. 


PRESS AND PUBLICITY, 
Mr. Edward E. Gore reports under date March 25, 1907: 


As Chairman of the Committee on Press and Publicity I have the 
honor to report that the Committee has not yet been able to accomplish 
anything, and awaits suggestions or directions which will result in the 
possibility of its accomplishing some useful purpose. 


YEAR BOOK. 


In December, 1906, a Committee, composed of Mr. Franklin Allen and 
the Secretary, was appointed to issue a Year Book. This has been printed 
and in the month of February, 1907, distributed among the members of the 
Association. Approval has been given to the undertaking. The Committee 
has been discharged with thanks for its services. 


MEMBERSHIP. 


There have been three resignations from the members-at-large: 


Mr. Alfred Rose, from November 22, 1906. 
Mr. James Jasper Smith, from March 31, 1907. 
Mr. C. H. Stocking, from March 31, 1907. 


DONATION TO N. Y. U. SCHOOL OF COMMERCE, ACCOUNTS AND FINANCE. 


The donation of $100 granted at the Columbus meeting was forwarded 
to the Dean of the Faculty and an expression has been received by the 
Executive Committee of gratitude of the faculty and students for this 
donation and information has been given that the books had been ordered 
for the library. 
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LECTURES BY MR. DICKSEE DURING THE FALL, 


The suggested engagement of Mr. Dicksee to give a course of lectures 
at an estimated cost of $1,000 to $1,200 has received the consideration of 
the Executive Committee, who presented it to the Trustees for their 
consideration at the meeting on the 16th. 


DONATION TO THE ASSOCIATION. 


The New York State Society of C. P. A.’s has made a donation of 160 
copies of Mr. J. R. Loomis’ lecture on “ Contents and Modes of Stating 
Executors’ Accounts.” 

WATCH COMMITTEE. 


The appointment of a Committee has been suggested to keep track of 
developments towards federal control of Interstate manufacturing and 
commercial corporations. The Executive Committee refer this to the 
Board of Trustees. 

Respectfully submitted, 


(Signed) Er1jan Warr SELLs, President, New York | 
T. CuLLEN Roberts, Secretary, New York 
Guy H. Kennepy, Treasurer, Ohio Executive 
FRANKLIN ALLEN, New York ‘ Committee. 
Tuomas P. Ryan, New York 
FRANK G. Du Bots, New Jersey 
FRANK BROAKER, New York 7 





Mr. Cooper, Chairman of the Legislative Committee, inquired whether 
the Executive Committee’s report which had been read was supposed to 
cover all the reports of the standing Committees, inasmuch as he had a 
report from the Legislative Committee and asked for information whether 
that Committee should report at that time. The President informed him 
that the respective Committees would be called upon in their order. 

On motion, duly seconded, it was resolved that the report of the 
Executive Committee be approved and adopted. 


COMMITTEE ON EXAMINATIONS, QUALIFICATIONS AND ELECTIONS TO 
MEMBERSHIP. 


The Committee presented their report as follows: 


Gentlemen: The Committee on Elections, Qualifications and Examina- 
tions of The American Association of Public Accountants met at the New 
York Athletic Club on April 13, 1907, at 5.30 p. m. 

Messrs. Frank Broaker, Chairman; Francis How, Secretary, and 
L. H. Conant were present. 

Regarding the _ yz * of Messrs. William Henry Jasper, C. P. A., 
of New York, and Percy Reginald Herington, C. P. A., of New York, to 
be transferred from Associate to Fellows-at-large Membership in this 
Association, it was unanimously carried that these applicants should apply 
for membership through the New York State Society, in accordance with 
Article IL, Section 8,) of the Constitution. 

It was unanimously carried that the application of Mr. John T. Swan- 
nick for Associate Membership at Large under Article II., Section 3, Part 
C, of the Constitution (not being a Certified Public Accountant of Penn- 
sylvania) be approved. 
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It was unanimously carried that the application of Messrs. Shepard 
Rareshide, Raymond C. Brown and John Doherty be approved for election 
as Associate Members-at-Large under Article II., Section 3, Part B, of the 
Constitution. 

It was unanimously carried that the application of Mr. Preston 
Brearly, Jr., be approved for election as a Fellow-at-Large under Article 
II., Section 2, Part A, of the Constitution (this gentleman not being a 
Certified Public Accountant, and not eligible for membership in the 
Pennsylvania Society). 

It was unanimously carried that the application of Albert N. Degn be 
approved as a Fellow-at-Large under Article II., Section 2, Part A, of the 
Constitution (this gentleman not being a Certified Public Accountant of 
Pennsylvania ). 

It was unanimously voted to approve the application of Mr. Alex. C. 
Rae for Associate Membership at Large, under Article II., Section 3, Part 
C, of the Constitution. 

The matter of the Associated Certified Public Accountants of Cali- 
fornia was unanimously laid over for further consideration before 
recommendations are made to the Board of Trustees. 

Upon motion the meeting adjourned. 

(Signed) Frank Broaker, Chairman, 
Francis How, Secretary, 
L. H. Conant. 


COMMITTEE ON BY-LAWS, 


The Chairman of this Committee, Mr. T. P. Ryan, stated that he had 
prepared a number of amendments to submit to the Committee on By-Laws 
which had not yet officially been adopted, and added that he would give 
the ninety days’ notice before the 1st of October so that they could be 
acted upon at the meeting in October. 


COMMITTEE ON MEETINGS, LECTURES, LIBRARY, AND BULLETINS. 
Mr. Franklin Allen, Chairman, submitted his report as follows: 


Gentlemen: As Chairman of the Committee on Meetings, etc., I have 
the honor to report the issue by me to my fellow members of the Com- 
mittee (fourteen in number) of the following circular of suggestion. 

No action further than this has been taken by the Committee and you 
will please accept this communication as a report of progress simply. 


February 15, 1907. 


To MEMBERS OF THE COMMITTEE ON MEETINGS, LEcTURES, LIBRARY AND 
BULLETINS. 


Dear Sir-—As Chairman of the above entitled Committee of The 
American Association of Public Accountants, and in accordance with the 
wishes of the Executive Committee, I take pleasure in we | to your 
attention the adoption by the New York State Society of C. P. A., on 
December 10, 1906, of the following resolution, looking to a cordial inter- 
change among the accountancy societies of papers or addresses on 
particular subjects of general interest to the profession: 

RESOLVED, That the New York State Society of C. P. A. favors the 
distribution to other State Societies and to The American Association of 
Public Accountants of papers on particular subjects or addresses delivered 
at its meeting on subjects of general interest to the accountancy profes- 
sion, and the Secretary of the Society is hereby requested to communi- 
cate copies of such papers and addresses to the Secretaries of the Societies 
referred to, and that he solicit from them an exchange of similar 
courtesies. 
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As the membership of our Committee represents each State Society of 
Acountants now affiliated with The American Asociation, I suggest to 
each member the desirability of considering the introduction of a resolu- 
tion of similar tenor or effect in your respective Societies. 

Such an interchange of papers and addresses should at least have a 
helpful tendency in promoting profitable relations among accountants 
through the discussion of topics that are of interest to the profession, and 
to good fellowship among State Societies. 

r. Francis St. George How, my immediate predecessor as Chairman 
of this Committee, pointed out in his report at the Columbus meeting that 
THE JouRNAL oF AccouNTANCY has proven to be a valuable ally in the 
dissemination of desirable information of this character, and it may 
interest you to know that THe JourRNAL or ACCOUNTANCY will furnish at a 
very low cost a reprint of special papers that appear in that publication. 
For instance, the paper of ex-President, Mr. John R. Loomis, on 
“Contents and Forms of Executors’ Accounts,” which was delivered 
at the December meeting of the New York State Society, has been pub- 
lished in the January JouRNAL without charge, but I have arranged for a 
reprint of it, together with typesetting of ten additional pages containing 
discussion thereon at that meeting, at a cost to the New York State So- 
ciety of $45 for 1,200 copies, 24 pages in all. This publication will be 
distributed shortly through the Secretaries of the State Societies, a copy 
for each member. 

With President Sells’ approval I invite suggestions from each member 
of + an Committee as to how the objects of its appointment can best be 
realized. 

It occurs to us that the Western Middle States where accountancy 
legislation is being pressed at the present time, may be a fruitful field for 
a special symposium such as this Committee could arrange for on the need 
and value of professional accountancy. The members of our Committee 
from that section will know best about this. 

Anticipating the pleasure of an expression of your views on these 
matters, I have the honor to be, dear sir, 


Sincerely yours, 


(Signed) FRanKiIN ALLEN, 
Chairman. 


COMMITTEE ON LEGISLATION. 


Mr. John A. Cooper, Chairman of this Committee, presented his report 
which is as follows: 


Gentlemen: The work devolving upon this Committee during the past 
six months has been somewhat heavy, owing to the general holding of 
sessions of the various State Legislatures. The activities affecting our 
profession at the several capitals, while primarily looking towards Certi- 
fied Public Accountant laws, has embraced other general legislation in- 
dicative of progress towards and better understanding of the calling and 
its importance throughout the country. 

Considerable effort has been put forth along the line of uniform ac- 
counting for municipal and other state bodies, and, while your Committee 
has not attempted to express the concern of the Association in these 
various efforts so long as they tended towards general professional ad- 
vancement, it has in one or two instances drawn the attention of state 
authorities to proposed legislation that was derogatory to the best 
interests of our cause. 


ARIZONA. A bill has been introduced for uniform accounting, and 
creating the office of Public Examiner. 
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COLORADO. Your Committee has been in close touch with the Colo- 
rado Society from October last down to the close of last month, when 
advice was received that the C. P. A. bill had been passed and signed Ty 
by the Governor. 

On December 2d the Committee was advised that one of the mem- 
bers of the Colorado Society, while performing his professional duties, 
had been cited to appear before a judge at Cripple Creek for contempt 
of court; specifically for certifying to a shortage in the accounts of the 
same judge that cited him to appear before him. Neither a change of 
venue nor a jury trial would be considered by the judge, and in due 
course defendant was fined $500 and costs, and sentenced to a term of 
ten days in jail, notwithstanding the fact that the statements of the 
Clerk of the Court practically substantiated the certificate of the Ac- 
countant. The Colorado Society agreed to intervene in the cause, and 
did so; and the same course was pursued by the County Commis- 
sioners. Our latest advice is that an appeal has been taken against 
the decision. 

A bill was introduced for the purpose of creating the office of Pub- 
lic Examiner, and establishing uniform accounts for public bodies. 
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ILLINOIS. This Society has successfully prosecuted a case of violation 
= the C. P. A. statute; the offender was fined $25, and has appealed 
the case. 

The Springfield Legislature has received a bill for an amendment He 
to the C. P. A. law, so as to eliminate the preliminary high-school ae 
qualification. This move, so far as can be learned, was made at the 
instance of some commercial college of Chicago. There is no concern NS 
as to such an amendment being passed; in fact, if it were, it would un- 
doubtedly result in the University of Illinois asking to be relieved of 
its duties; as they, of course, could not be identified with any movement 
of this nature that departed from a high preliminary standard of td 
education. ak 


KANSAS. A move has been made to introduce a C. P. A. bill in this 
Legislature, but, further than the fact of this step, your Committee is FS 

not advised. A bill has been introduced requiring reports from : 

municipal public utilities. 


MASSACHUSETTS. The Massachusetts Society introduced a bill 
creating the degree of Certified Public Accountant, and this Commit- 
tee was furnished with a draft thereof, which it reviewed and pointed 
out features wherein said bill varied from those of other States, and 
upon which it might be advantageous to improve. However, this Com- 
mittee has to report that from its advices the House rejected the bill 
on March 13th. 


MICHIGAN. On March 2oth the House passed a bill to regulate the 
are of public accounts, but we are not advised that it passed the 
enate. 





MINNESOTA. This Committee was in constant touch with the Society 
of this State in furthering their C. P. A. law and getting it through 
committee. The Chairman visited the Capitol at St. Paul, and, in co- 
operation with the Minnesota Society, attended the Legislative Com- 
mittee and addressed it on the subject. Several meetings of this 
Committee were held subsequently, but an unfortunate condition of dis- 
cord exists among the practitioners of that State, which resulted in the 
House Committee deferring action upon the bill indefinitely. 

Your Committee takes this opportunity of commending the gen- 
eral form and substantial features of control contained in the draft of 
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the C. P. A. law that this Society offered to the Legislature. It had 
passed the critical examination of prominent counsel, both as to its 
effectiveness and constitutionality. 


NEBRASKA. A bill has been introduced into the Senate authorizing the 
appointment of expert accountants of at least five years’ experience and 
recognized qualifications and without political affiliations, not neces- 
sarily residents of the state, to conduct examinations under the direc- 
tion of the Auditor of Public Accounts. Your Committee has corre- 
sponded with influential citizens of this state, pointing out the in- 
operative features of this bill and suggesting amendments. In this 
case your Committee has pleasure in acknowledging the assistance of 
the Minnesota Society and its worthy President. We are now advised 
that this bill has passed both Houses. 





NEW YORK. An act to amend the code of civil procedure in relation 
to Certified Public Accountants has been introduced into the New York 
Assembly. This is, briefly expressed, the question of “ privileged 
communications,” and is the first recognition of “ privilege” on behalf 
of practicing accountants. The measure is reported as passed on 
eee OO but we are not informed so far of the Governor’s approval 
thereof. 


OREGON. Senate Bill No. 32 was introduced on January 16th. It 
creates the office of State Examiner, and establishes a uniform system 
of public accounts, audits and reports. 


PENNSYLVANIA. A bill was introduced in the House requiring the 
certification by a Certified Public Accountant of the State of Pennsyl- 
vania as to the correctness of any financial statement issued by any 
corporation of this state, or by any foreign corporation for public 
information. 


TENNESSEE. The Society of this State reported that their efforts to 
get C. P. A. legislation have been blocked by a want of accord among 
the practitioners of the State; and, while the fate of the bill is not 
determined at this writing, it is of course apparent that where mem- 
bers of the profession in a state desire legislation, the first requisite is 
to demonstrate to the public and their representatives that in union 
alone is there strength, and that as petitioners for legislation they 
do not expect their representatives to take sides in such internal 
differences. 


TEXAS. A bill creating a Board of State Accounting was signed March 
20th. In this state a bill was presented in the Senate permitting the 
incorporation of auditing companies. Your Committee is in corre- 
spondence with the Governor of the state and other influential citizens 
in reference thereto. 


S Sol area eee Bee os 


UTAH. Your Committee is advised that House Bill No. 86, creating a 
State Board of Accountancy, has been signed. This state has no So- 
ciety of Accountants, and credit for this successful movement is due to 
Mr. Douglas A. Swan, of Salt Lake City, a Member-at-Large of this 
Association. Your Committee has suggested to Mr. Swan and to the 
Colorado Society, that they codperate as much as possible in formulat- 
ing the rules required for the carrying out of the Act. 


WEST VIRGINIA. A bill was introduced in the House to establish a 
uniform system of public accounting and auditing. 
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WISCONSIN. A bill was introduced into the Assembly to establish uni- 
form public accounting and reporting, and another for uniform ac- 
counting for all municipal industries in cities of the first class. On 
January 23d there was a bill introduced into the Senate of this state 
for the examination and licensing of public accountants, and creating a 
Board of Examiners. There is considerable opposition to this meas- 
ure, and, owing to its peculiar ultra-local features and obvious un- 
constitutionality, your Committee has withheld its support, and has 
pointed out to influential citizens of that state wherein the bill is not 
framed upon lines that entitle it to their consideration and support. 

Your Committee takes this opportunity of reiterating its desire to 
assist affiliated Societies in procuring C. P. A. legislation. Its fund of 
information and the experience gained in the course of correspondence 
and contact in the past, should naturally point to the line of least 
resistance. It must be urged now and at all times that to approach 
the state authorities with “any old bill as an entering wedge” is ruin- 
ous to the prospects and does not evidence an exalted spirit in support 
of the aims and objects of this Association. 


Yours respectfully, 
(Signed) Jno. A. Cooper, 
Chairman. 
COMMITTEE ON JOURNAL. 


Mr. J. R. Loomis, Chairman of this Committee, presented the following 
report: 


Gentlemen: The aim of your present Committee has been to continue 
as nearly as possible the policy of your previous Committee in holding 
THE JouRNAL closely to the lines of purpose and scope in relation to the 
Association and the accountancy profession generally indicated in its 
first number, November, 1905. 

Proof of all articles has been in the hands of your Committee in ad- 
vance of publication and has received as careful inspection and review as 
the time of its members would permit. Frequent correspondence has been 
had with the editor in respect to the matter of text, and recommendations 
made which in some instances resulted in marked changes and in other 
instances resulted in entire elimination of articles. In all matters the 
editors have shown hearty support. 

In this connection it is proper for your Committee to note that in their 
judgment THE JOURNAL is not receiving from the members of this Asso- 
ciation all the support and encouragement to which it is entitled. Every 
member of The American Association of Public Accountants, without 
exception, should be a subscriber. 

(Signed) J. R. Loomis, Chairman, 
J. E. Sterrett, 
J. T. Anyon, 


ANNUAL MEETING, 1907. 


The Committee presented their report, which is as follows: 


Gentlemen: The 1907 Annual Meeting Committee have held several 
informal sessions and one formal session, and at the latter there were 
present the entire Committee and President Sells. The following outline 
of the features proposed for the meeting to be held in St. Paul is 
respectfully submitted for consideration and approval: 


FINANCES. The Civic Organizations of St. Paul have so far contri- 
buted $350 to the Entertainment Fund. The Board of Trustees have 
been requested to appropriate $400 for association expenses. The 
Minnesota Society and other civic organizations can be relied upon to 
provide ample funds for the usual necessary expenses of entertainment. 
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LOCATION OF MEETINGS. The Secretary of the Commercial Club 
of St. Paul indicated to the Committee, that it might be convenient to 
hold the Annual Meeting in its parlors and that the other Committee 
rooms would be set aside for the uses of the convention. In addition 
to the foregoing, the Committee reviewed the conditions offered by the 
Hotel Aberdeen, and it is believed that it will be found convenient to 
name the Hotel Aberdeen as the official hotel headquarters. The de- 
tails of the location of the meetings will be a matter of subsequent 
arrangement. 


HOTEL ACCOMMODATIONS. It is proposed to hold the Annual 
Banquet at the Hotel Aberdeen and, therefore, for the convenience of 
those attending, it is proposed that the Aberdeen be named as official 
hotel headquarters. As the other leading hotels are within walking 
distance of the Commercial Club, the plan appeared practicable. 


ANNUAL BANQUET. It is submitted that a strong sentiment prevails 
toward inviting the ladies to be present at the Annual Banquet. It is 
believed that this procedure will be approved and add much to this 
pleasant feature of the meeting. The Board of Trustees are requested 
to express their wishes. 


GOLF CLUB MEET. The Committee visited the links and club house of 
the Town and Country Club, and approved the opportunities presented 
for the devotees of the game. The last day of the meeting will be set 
aside for the golf fiends, and those interested are urged to bring along 
their implements. Ample caddie service is maintained, and the links 
are pronounced by leading players to be the finest in the United States. 


TRANSPORTATION. It was decided to confer with Western Pas- 
senger Association relative to rates, the results of this conference to 
be reported later. 


PROGRAM—MONDAY, OCTOBER 14, 1907. It is suggested that there 
be an informal gathering of the Board of Trustees, at 2 p. m., for the 
purpose of arranging preliminary details, reviewing reports of Com- 
mittees and preparing the final agenda, for the Annual Meeting of 
Trustees. It is further suggested that all reports of Committees be put 
in written or printed form, with a sufficient number of copies for the 
Board of Trustees. To expedite the work of the Board, it is 
suggested that the Secretary be requested to send out early notices to 
all Chairmen of Committees, urging the prompt forwarding of reports, 
so as to have them reach St. Paul by October 14th. They may be sent 
in care of the Chairman of 1907 Committee, 602 Germania Life 
Building. 


TUESDAY, OCTOBER 15, 1907. 
1o A. M. Annual Meeting to convene. 
Addresses of welcome. 
Roll call, appointment of Committee on Credentials. 
Adjourn until 2 P. M. 


10.30 A.M. Meeting of Board of Trustees. 
Consideration of agenda. 


12.30 P.M. Adjournment for luncheon. 


2 P.M. Adjourned Annual Meeting. 
Report of Committee on Credentials. 
Reports of Officers and Committees. 
8.30 P.M. Reception by Minnesota Society of Public Accountants. 
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WEDNESDAY, OCTOBER 16, 1907. 
9 A.M Presentation of a paper on “ Professional Ethics.” It is 
proposed to have this paper prepared by Mr. Joseph E. 
Sterrett. Paper to be printed in advance, and to be 
read or summarized in twenty minutes. To be fol- 
lowed by discussions limited to ten minutes each, allow- 
ing Mr. Sterrett, if, desired, twenty minutes to close the 
discussion. Entire period covered by the paper and its 
discussion not to exceed 2% hours, at the option of the 
Board of Trustees. 

It is also suggested by this Committee that this paper shall 
be presented to the 1907 Committee, thirty days prior 
to the Annual Meeting, and reviewed by a special Com- 
mittee, to be appointed for the purpose of reviewing 
papers to be presented at the meeting. 

Adjournment until 2 P. M. 

12.30 P.M. Luncheon. 
2 P.M. Resumption of Annual Meeting. 

Reports of State Societies. 


Election of Officers. 
8 P.M. Annual Banquet. 


Toastmaster and speakers to be selected. 


THURSDAY, OCTOBER 17, 1907. 


9 A.M. Automobile Ride to either Fort Snelling, State University, 
or the parlors of the Commercial Club at Minneapolis. 
(Place to be selected.) 

Presentation of paper (subject to be selected), by winner 
of prize of $50. Awarding of prize. 

his competitive paper to be prepared by associate mem- 

bers, or assistants, in the employ of fellows of the 
association. These papers are to be submitted thirty 
days prior to the meeting to the 1907 Committee and 
reviewed by the special Committee on Review of 
Papers. 

Installation of new officers. 

Adjournment of Annual Meeting. 


12.30 P.M. Luncheon at Town and Country Club. 
Assembling of new Board of Trustees. 
2 P.M. Golf, Tennis and Pictures. 


While this report refers only to the strict technique of the conven- 
tion, it must not be forgotten that ample entertainment is also contem- 
plated for ladies, among which will be a reception at the State 
Capitol, also luncheons, rides, etc., so that they will be very welcome 
and well entertained. 

It has been suggested that sessions of the Association for general 
discussions and speech making be held during the sessions of Board of 
Trustees. This will aid materially toward preparing material for a 
Text Book covering matters for future reference. This suggestion, 
which has much of merit to commend it, is submitted to the Board. 

It is to be regretted that the limit of the Annual Meetings seems by 
custom to be restricted to a period of but three days, and your Com- 
mittee urge that some measure be adopted, that will permit of the ex- 
tension of time, so that a greater number of papers may be presented, 
and a full discussion had on matters of moment to the profession. 

Yours respectfully, 
(Signed) Hersert M. Tempte, Chairman, 
J. Porter Jopiin, 
H. R. Haypen. 
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This report was adopted in its entirety, including the suggested invita- 
tion to ladies to be present at the annual banquet. On motion, duly 
seconded, it was resolved that the sum of $400 be appropriated for the use 
of the 1907 Committee. 


STANDARD SCHEDULES FOR UNIFORM REPORTS ON MUNICIPAL INDUSTRIES AND 
PUBLIC SERVICE CORPORATIONS. 


Mr. Harvey S. Chase, Chairman, presented the following report: 


Gentlemen: At the October meeting in Columbus your Committee 
presented a printed report containing a series of schedules. This report 
was received at Columbus, a standing vote of thanks was tendered to the 
Committee and instructions were given to it to continue consideration.of 
the subject. It is the hope of the Chairman that a final report may be 
made at the annual meeting at St. Paul next October. Meanwhile the 
Committee states that the demand for copies of the printed report has 
practically exhausted the stock, applications having come from abroad as 
well as from various parts of this country. Among such inquiries was 
one from the Secretary of the Institute of Municipal Treasurers in Great 
Britain asking that twelve copies be forwarded for the use of a special 
committee of that Institute. The printed report has also formed the basis 
for discussion in various committees and technical societies on this side 
of the water. One instance of this is the committee on uniform account- 
ing of the American Gas Light Association; another instance is the an- 
nual meeting of the auditors and comptrollers of the telephone companies 
of the country; and a third is a recent meeting of the Incorporated Public 
Accountants of Massachusetts, at which the evening was given up to dis- 
cussion of the principles of your Committee’s schedules, particularly in 
relation to matters of maintenance and depreciation. 

It is evident to your Committee that the leaven introduced in part by 
the Committee’s report is now working actively all over the country, and 
the expectation may fairly be indulged that results of far-reaching and 
beneficient character will ultimately appear. Your Committee, therefore, 
makes this report of progress and desires to be continued until the annual 
meeting in October. 

(Signed) Harvey S. CHAseE, 
Chairman. 
UNIFORM TARIFF RATES. 


Mr. Harvey S. Chase, Chairman, presented the following report: 


Gentlemen: On October 12, 1906, a a 8 of this Committee was pre- 
pared under the supervision of Mr. E. W. Sells, then Chairman of the 
Committee, which was intended to be presented to the Executive Com- 
mittee at the Columbus meeting. 

This report covers all of the work which has been done by the Com- 
mittee on Uniform Tariff Rates and is therefore re-subscribed herewith. 
Since the Columbus meeting the present Chairman has conferred with the 
other members of the Committee, stating that in his opinion the work of 
the Committee has been completed and that it should at the present meet- 
ing request to be discharged. The other members of the Committee 
concur in this view. The intention in the appointment of the original 
Committee was to procure information in regard to professional fees 
in different parts of the country, and to obtain the views of the 
members of the Societies in relation thereto. These objects having 
been accomplished there seems to be no reason for continuing the Com- 
mittee, and it therefore asks that its report be received and the Committee 
discharged. 

(Signed) Harvey S. CHAse, 


Chairman. 
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The Committee having applied for their discharge, it was resolved that 
their request be complied with and the Board of Trustees tender their 
thanks for the services rendered. 





INTERSTATE COMMERCE COMMISSION. 
The Committee reported as follows: a 


Gentlemen: This Committee has held one meeting on April 15th, 1907, DB 
at New York, all the members being present. y 

After considering the correspondence submitted as part of the report 
of the former Committee on this matter, at the annual meeting held in 
Ootcber last, we beg to state that we did not feel that this Committee i 
could, with propriety, address any further communications on this subject i 
to the Interstate Commerce Commission, as in the letter received from # 
Honorable Martin A. Knapp, Chairman, under date of October 16th, t 
1906, he states: E: 


“The Commission will, of course, be pleased to receive E 
your Committee, and will name a fairly early date for that i 
purpose if it appears to you that a conference in the near 
future is desirable.” 


Mr. Knapp’s letter of October 16, 1906, was acknowledged on October 
18, 1906, since which time no communication has been received from the 
Commission. 

We do not understand that it is the wish of the Association to force 
themselves upon the Interstate Commerce Commission, and we respect- 
fully request further instructions from the Board of Trustees. 


(Signed) J. S. M. Gooptoe, Chairman, 


J. R. Loomis. 
H. S. Corwin. 
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REVIEW OF APPROPRIATION S—BUDGET. 





The Committee reported as follows: 


Gentlemen: On behalf of the Committee on Review of Appropriations 
—Budget, of which Messrs. F. G. Du Bois, T. Cullen Roberts, and myself 
are members, I, as Chairman, have to report that since the annual meeting 
at Columbus, in October last, two budgets estimating the amounts of 
money required for the purposes of the Association during the year 
ending September 30, 1907, have been submitted to the Executive Com- 
mittee, and that the amounts estimated and recommended for appropria- 
tion were as follows, 


Bupcet No. r. 


Old account voted at Columbus......... $918.81 

New account, current year.............. ‘ 2,081.00 

Viz: Former Ass’t Secretary’s services is 
j Oe a eS t kind a6 seenascens $150.00 i 
i Present Secretary’s services, 11 
Si hn 5tinnxckekanegnges 825.00 | 


a eet + enn lite aor ceili alin, “Rtgs 8p 











JouRNAL oF ACCOUNTANCY subsidy, 500.00 
Stationery and printing........... $453.00 
Postage, telegrams and sundries. .. 433.00 
Treasurer's bond and sundries... .. 20.00 





Less already appropriated.... 300.00 








Total, Budget No. 1....... $2,999.81 
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BupceEtT No. 2. 


Committee on Legislation...................+:- $250.00 
Less appropriated, Budget No. 1.............. 100.00 $150.00 








‘ Ne BN EE 0 6 85.2.05 8:60 nse ccdns ions cnnwes 100.00 
Sy Standard Schedules for Uniform Reports, old 
PE PUNY sh0s00bseabeensbenes peas tee $80.50 
ES. tas nadbiisncwke &sinnkace kale aes s 50.00 130.50 














Total, Budget No. 3.............:. $380.50 








Budget No. 1 was approved in writing by twenty-four members of the 
Board of Trustees, no opinion being expressed by 
H. J. Haltiwanger, Georgia, 
¥ Elmer B. Yale, New Jersey, 
i J. R. Loomis, New York. 







ry Budget No. 2 was approved in writing by twenty-four members of the 
| Board of Trustees, no opinion being expressed by 


if H. T. Westerman, Missouri, 
q J. A. Cooper, Illinois, 
Frank Broaker, New York. 


Yours respectfully, 
(Signed) FRANKiiIn ALLEN, Chairman. 









CONCILIATION. 










The Committee reported as follows: 


Gentlemen: The Committee on Conciliation begs to report that while 
no regular meetings have been held, several matters have been considered 
by correspondence. 

The matter of differences between members of the profession in 
Minnesota was referred by the Executive Committee to this Committee, 
and, after considerable correspondence with Mr. Herbert M. Temple, 
President of The Minnesota Society of Public Accountants, and Mr. 
James Marwick, President of The Minnesota Society of Certified Public 
Accountants, the chairman of this committee, together with President 
Sells, and Mr. Joplin of Illinois, visited St. Paul on March 18th and 1oth, 
for the purpose of reconciling existing differences. We do not believe that 
any benefit will ensue at the present time by going into details as to 
these differences, or the manner in which they arose, as we now believe 
that it is the earnest wish of the members of the two Minnesota Societies 
to work together for the good of the profession. 

Acting on this belief, we have recommended a plan of merger for the 
consideration of the two societies, on a basis approximately as follows: 

First: Each society is to prepare and submit list of members, statifig 
therein the membership qualifications as to age, experience, practice, etc., 
and the several members are to be accepted as fellows or associates, as 
defined by Article II, sections 2 and 3 of the constitution of The American 
Association of Public Accountants. 

Second: Two of the four officers of the “consolidated” society are 
to be selected from among the membership of each of the present societies. 

Third: The two C. P. A. bills now pending in the Minnesota Legisla- 
ture are to be consolidated by amending one or the other so as to 
provide that no person who has not received the Minnesota certificate 
shall use the title of Certified Public Accountant or Chartered Accountant ; 
4 also that three years’ experience and practice shall be required, at least 
one year of which shall have been within the State of Minnesota; and by 
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eliminating from the bill introduced on behalf of the Minnesota Society 
of Certified Public Accountants, the clause providing for waiver of 
examination and issue of certificate to each fellow of both societies. 

Fourth: The Minnesota Society is to support for appointment as mem- 
bers of the first Board of Examiners, at least one member of each of the 
two present societies, the third member of the Board (to be supported by 
the Society) to be determined by mutual consent, or failing in that, to be 
agreed upon by arbitration. 

We earnestly hope and believe that the members of the two societies 
will agree to the terms of the proposed “merger” and obtain in the near 
future the passage of the C. P. A. bill. 

The situation in California, where there are two Societies of Certified 
Public Accountants, has been considered by your committee, but as yet 
no action has been taken. 

Copies of communication addressed by the California Society of C. P. 
A’s to Mr. E. W. Sells, President, and the members of the Executive 
Committee, have been received by this committee, and same has doubtless 
received attention at the hands of the Executive Committee. 


Yours respectfully, 
(Signed) J. S. M. Gooproe, Chairman. 


THE YEAR BOOK. 
Mr. Franklin Allen presented the following report: 


Gentlemen: In the matter of publishing the Year Book of the Associa- 
tion, and its arrangement of contents as printed and distributed, which 
you confided to me, I have the honor to report its issue (1,000 copies 
of the Year Book and 250 copies of the Constitution and By-Laws, sep- 
arate pamphlet), at a contract price of $210.00, to which should be added 
an aditional cost of $61.50, made necessary by numerous changes and 
alterations in the context after printer’s proofs were received. 

The Year Book was not as complete and as satisfactory as it should 
have been, owing to the fact that to limit the cost of its publication, re- 
course was had to the proceedings and addresses published in the Novem- 
‘ber issue of THE JouRNAL oF AccouNTANCY, which were not as full and 
complete as should be expected in an official report of this character. 

esiring the leniency of our members for the shortcomings of the 
publications, which I trust may be excused for the reasons stated, I have 
the honor to be, 
Yours respectfully, 


(Signed) FRANKLIN ALLEN. 


On motion duly made and seconded it was resolved that the various 
Committees be thanked for their reports, and that they be received and 
placed on file, and printed in due course in THE JouRNAL oF ACCOUNTANCY. 

The applications of the Certified Public Accountants of Louisiana, and 
the members of the Illinois Society of Certified Public Accountants, the 
Incorporated Public Accountants of Massachusetts, the Society of Certi- 
fied Public Accountants of the State of New Jersey, and the members of 
the Tennessee Society of Public Accountants were referred to the Com- 
mittee on Elections, Qualifications and Examinations for a report, with the 
understanding that if the report were favorable a vote thereon in writing 
would be taken. 

Mr. Goodloe inquired what, if any, action had been taken relative to a 
communication from the California Society of Public Accountants, and 
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was replied to by the Chairman of the Elections, Qualifications and 
Examinations Committee. 
There being no further business before the Board the meeting ad- 
journed after a session of upwards of four hours. 
Respectfully submitted, 
(Signed) Tuomas CuLLen Roserts, 
Secretary. 










SEMI-ANNUAL MEETING OF THE AMERICAN ASSOCIATION 
OF PUBLIC ACCOUNTANTS, 


| 

| Held at the Hotel Astor, New York City, April 16, 1907, at 3.30 P. M. 
| 
\ 







President E. W. Sells in the Chair stated, prior to the roll being called, 
that applicants for membership in the Association who had not then been 
passed upon would be welcome to the privilege of the floor. 

On calling the roll the following State Societies were represented: 
The California Society of Certified Public Accountants, The Illinois So- 
ciety of Certified Public Accountants, The Maryland Association of Certi- 
fied Public Accountants, The Incorporated Public Accountants of Massa- 

chusetts, The Society of Certified Public Accountants of the State of New 
| Jersey, The New York State Society of Certified Public Accountants, The 
4, Ohio State Society of Public Accountants, The Pennsylvania Institute of 
! Certified Public Accountants, and The Tennessee Society of Public Ac- 
countants. The following Fellows at Large answered to the roll: Messrs. 
Broaker, Du Bois, Hawkins, Ludlam, Corwin, Grant, Loomis, Ryan, 
Roberts, Sells, and Nasmyth. Other members were represented by 
proxies. 
The President appointed Messrs. Leon Fisher, A. W. Teele and Ernest 
Reckitt a Committee on Credentials, who presented the following report 
upon representation at this meeting: 




















RE, sok wawhowhavasaebeCdeawar Tarecet i ecent as 












SEE Sevdicchonecebunpadassidbatsaseanoacsstebaccke 14 
if DIN, Sninig ls ihe nthe phd eek beesewaened ancien bhenbiebian 46 
PEL s6-c6ctcedicehatascneechaeescassebanssaiaawcens 9 
H Dt  .i.r:snceusncephededranelbetibenssnscndeacant 22 
PE scxeccdheacsesheeesnenstenebsounanseevede 24 
DE shsdubshoussyensdoneaks anseestenebbedsteababet 10 
PEE nc dvicsicavdcsndececvedvenbssbaandseabbbeeens 5 
: PEE: Senbcudsnn seus ncagiscnacsshtadtbedowasdsbapanne 19 
ES -dcceiddenssandectoutesssecudasensuvésaweees 43 
ST SEN .«ttbcccnissnbancinsspsdensenawenesdasenodes 






a ee 


IEE: oxcs cuakéd Made chndaeceuibe cankinemaeiaieel 
EE odind ds co chechhs aceseaedbaaabncins bebaaseded 






ey 


ee 





_ 









Semi-Annual Meeting. 










































On motion of Mr. Goodloe, duly seconded, it was resolved that the ae 
reading of the minutes be dispensed with, as they had been printed in THE ile 
Journa or AccouNTANCY, and it was further resolved that the minutes as i 
printed be approved. 


REPORTS OF OFFICERS. 






The President reported the meeting of the Board of Trustees that 
morning, in which reports of all the various Committees, except the Special 
Committee on Department Methods of the Government, the Committee on 
Professional Ethics, and the Committee on Education, were read. At that 
meeting a resolution was introduced discharging the Committee on Uni- ? 
form Tariff Rates. The Trustees passed a resolution appropriating $400, j 
additional to the sums already appropriated in the Budget, for the use of 
the Annual Meeting 1907 Committee. The Trustees, having received re- 
ports from the various Committees, read a synopsis of each and submitted 
that as their report. } 
A change was reported in the Interstate Commerce Committee. Mr. i 
? 
5 


vr 


Loomis resigned as Chairman and Mr. Goodloe was appointed in his 
place. Mr. Dickinson resigned altogether and Mr. Hamilton S. Corwin 
was appointed in his place. The Committee then comprised Mr. Goodloe ii 
as Chairman, Mr. Loomis and Mr. Corwin. i 

The President stated that it was his purpose to add to the Committee 
on Education Mr. Springer, if agreeable to him, and also, as Secretary of 
that Committee, Dean Johnson of the New York University School of 
Commerce, Accounts and Finance. Dean Johnson, the President said, 
was very mutch interested in that subject and had recently been elected an 
honorary member of the New York State Society of Certified Public 
Accountants. He, the President, believed that the Dean would be very 
useful to that Committee and, since he was affiliated with a recognized 
body of accountants, it seemed appropriate to utilize his services in that 
connection. i 

The President said he would ask the Secretary to read as hurriedly as 
possible those important points covered by the reports of the various Com- 
mittees. He believed it was the purpose to print all of them so that the 
details would be at the disposal of the members later. 

The Secretary then gave a report of the Board of Trustees which is 
printed at length in the proceedings of the Trustees’ meeting, and on 
motion duly made and seconded the report was approved and adopted. 15 

The Treasurer read his report (presented in the report of the pro- ii 
ceedings of the Board of Trustees), which was ordered filed. 

No unfinished business laid over from the previous meeting was i 
transacted. : 

The reports of Standing and of Special Committees are printed in full 
in the report of the proceedings of the Board of Trustees. ; 

Arising out of the reprint of the Constitution and By-Laws, reference 
was made to Section 9 b of the By-Laws which reads, “ At each meeting of 
the Association the Board of Trustees shall present a Budget showing the 
amount of money required for the purposes of the Association for a stated 
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period.” A footnote called attention to this and stated that “ This was 
favorably reported at Columbus by the Committee on By-Laws; was 
adopted by the Association and is therefore inserted here, but being new 
matter technically, it should be ratified at the next meeting of the 
Association.” On motion, duly made and seconded, it was resolved that 
the clauses just read be and are hereby ratified, and further resolved that 
they be regularly inserted in the By-Laws of the Association. 

Arising out of the appropriation Budget report and the authority for 
an additional $400 for the annual meeting, 1907, (which would be scheduled 
as Budget No. 3, $400), it was moved, seconded and resolved that the 
same be approved. 

Under the head of new business, Mr. Goodloe, on behalf of the Ohio 
Society, acknowledged receipt of the following resolutions forwarded by 
the Association to the Ohio Society and expressed their appreciation: 

The American Association of Public Accountants in annual meetin 
assembled at Columbus, Ohio, on the 23rd, 24th and 25th October, — 4 
desires to manifest and record its appreciation of the untiring kindness and 
many attentions showered upon it by the Ohio State Society of Public 
Accountants, entailing as it must have done indefatigable work and much 
careful thought on the part of its members individually and collectively, 
through all of which the sentiment of brotherhood which is one of the 
points of the Association was so kindly and hospitably manifested; there- 
fore, to give expression to its appreciation it was unanimously resolved 
that the best thanks of the Association be and they are hereby tendered 
to the Ohio State Society of Public Accountants for the many kindnesses 
and courtesies received at its hands during the sessions of the Association. 

Columbus, Ohio, October 25, 1906. 


(Signed) W. Sanpers Davies 
A. Lowes DICKINSON 
J. Porter JopLin 


Members Committee on Resolution. 


E. W. SELLs, 
President. 
T. CuLLen Roserts, 
Secretary. 


The President inquired whether the members wished to take any action 
on the reports which had been read but not acted upon, including the re- 
ports of the Board of Trustees, the Executive Committee and the Com- 
mittee on 1907 meeting. On motion made, duly seconded, it was resolved 
that the reports of the Committees be accepted and placed on file. 

Mr. Fisher made a statement that the Golf Club of the Association 
would meet the next day at Englewood instead of Rye and extended an 
invitation to members who wished to participate in the game to report to 
Mr. Chase that afternoon or evening. 

There being no further business, the meeting adjourned subject to the 
call of the Chair. 





News and Notes. 





Banquet of New York State Society. 


On the evening of April 16, 1907, the New York State Society of Cern 
fied Public Accountants held its Tenth Anniversary Banquet in the small 
ball-room of the Hotel Astor, New York City. The members of The 
American Association of Public Accountants, who were attending the semi- 
annual meeting of the Association, were present as guests of the New 
York Society. 

Col. Franklin A. Allen, president of the New York Society, presided as 
toastmaster. Among the speakers were President E. W. Sells of the 
American Association, President J. S. M. Goodloe of the Ohio Society, 
President Frank G. DuBois of the New Jersey Society, President Adam A. 
Ross, Jr., of the Pennsylvania Institute, President Charles L. Hehl of the 
Maryland Society, President Harvey S. Chase of the Massachusetts So- 
ciety, Mr. John A. Cooper of the Illinois Society, Messrs. Frank Broaker, 
Thomas P. Ryan, Edward L. Suffern, and Samuel D. Patterson of the New 
York Society, and Dean Joseph French Johnson of the New York 
University School of Commerce, Accounts and Finance. 





New York State Society Elects First Honorary Member. 


Secretary Leon Brummer of the New York State Society of Certified 
Public Accountants sends the following announcement : 


At the April meeting of the New York State Society of Certified Pub- 
lic Accountants, upon nomination by the Board of Directors, the Society 
unanimously elected Dean Joseph French Johnson an honorary member 
of the Society. In conferring this honorary membership, the first in its 
history, the Society recognizes the successful work of Dean Johnson in 
extending to the student of accountancy an opportunity to acquire an 
educational foundation, which will better enable him to enter upon his 
professional work. The Society’s tenth anniversary is thus most happily 
emphasized by this well deserved acknowledgment of the value of Dean 
Joseph French Johnson’s efforts on behalf of the profession of accountancy. 





Announcement is made that the Joint Commission authorized by 
Congress to examine into the methods of the Post Office Department has 
engaged the services of Jones, Caeser, Dickinson, Wilmot & Co., and of 
Deloitte, Plender, Griffiths & Co., both of New York City. They will 
examine the methods of accounting and expenditure and recommend such 
improvements as may be practicable. The present system was established 
in 1835, and undoubtedly deserves the appellation of antique, if not anti- 
quated. The Commission expects to begin work May 1. 
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Revision of Treasury Bookkeeping. 


The Washington correspondent of the New York Journal of Com- 
merce makes a hopeful report with regard to the project for the intro- 
duction of a double entry system of bookkeeping in the Treasury. The 
details of the new system were worked out by the Keep Commission in 
consultation with the Special Committee of The American Association of 
Public Accountants, consisting of Messrs. H. A. Niles, J. R. Loomis, A. 
L. Dickinson, E. W. Sells and A. W. Teele. The Treasury system of 
accounts was last revised about fifteen years ago in accordance with the 
provisions of the so-called Dockery act. It has been found defective in 
that no way is provided by which a trial balance of all accounts can be 
struck for the purpose of testing the accuracy of the consolidated results. 
It also affords no mode of indicating to what extent Congress has pledged 
the revenues of the Government. It is not now proposed to do away with 
the old system, but to round it out by the introduction of the double entry 
feature, a debit and credit for each account being provided. Thus the 
chief of each division will have a satisfactory check upon all the work 
under his charge and the exact status of each account at all times will be 
easy to ascertain. These improvements will naturally facilitate the work 
of the Treasury auditors and at the same time make the reports of 
Treasury divisions more intelligible to the average business man. 


Banquet of Massachusetts Society. 


The Massachusetts Association of Incorporated Public Accountants 
held its annual banquet on the evening of April 11, 1907, at the Boston 
Athletic Club. The Association had as guests, members of the Massz- 
chusetts Railway Commission, the Gas Commission, the Highway Com- 
mission, the auditors of the Consolidated Gas Company, Edison Electric 
Company, New England Telephone Company, Boston Elevated Railway, 
and others. Harvey Stuart Chase, President of the Association, made an 
address which is reprinted in this issue. 

Schedules for standard reports for both municipal enterprises and 
public service corporations were presented and a general discussion of 
these schedules and of the President’s address was then entered upon. 
Publicity of accounts upon standardized and uniform schedules was hailed 
as a fundamental necessity. Both advocates and opponents of municipal 
ownership are in favor of uniform accounting and complete publicity. The 
proceedings and discussion will be published in pamphlet for general 
distribution later. 
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California Society of Certified Public Accountants 


The Colorado Society of Public Accountants 


Georgia State Association of Public Accountants 
Illinois Society of Certified Public Accountants 
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